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FOREWORD 


It is fifteen years since the last review of Canada’s 
international relations. Since then the landscape at 
home and abroad has changed dramatically. With the 
election of a new Government possessing a strong 
mandate for renewal and change, it is time to look again 
at our relations with the rest of the world. 


This paper has been prepared as an aid to the public 
review which Parliament is about to begin on the future 
directions of Canada’s international relations. The paper 
is not a traditional foreign policy review. It does not 
present a complete analysis of all foreign policy issues or 
relationships, important as they may be. Nor does it 
discuss in detail the historical, cultural, linguistic and 
other factors which influence our policies. Rather, it 
seeks to look at the world and how it affects our prosper- 
ity and security, and at our need to respond. It empha- 
sizes that economic issues are assuming an increasingly 
prominent role in our international relations. It also 
recognizes that a transcendent objective for Canadians 
is the prevention of war and the promotion of peace. In 
brief, this paper is designed to illustrate the dramatic 
changes which have taken place in the world and to raise 
some of the principal questions which Canadians need to 
consider at this time. It does not try to answer these 
questions or select particular options. That is for later. 


The Government hopes that the Parliamentary review 
will examine thoroughly those areas of Canada’s 
international relations where important decisions for 
Canada are ahead. Not everything, however, is open to 
question. Canada is a democratic society and this 
Government is committed to the protection of our 
values; hence our membership in the North Atlantic 
Treaty Organization (NATO) and our cooperation with 
the United States in the defence of North America. We 
intend to play an active, constructive role in the manage- 
ment of international affairs, in the Economic Summit, 
the United Nations and its economic and social institu- 
tions, the Commonwealth, La Francophonie and the 
Organization for Economic Cooperation and Develop- 
ment (OECD). We intend to do our part and more, in 
preserving the peace and bringing arms, especially 
nuclear arms, under control. We are determined, as 
well, to help alleviate the poverty and hunger of those 
less fortunate than we and to help eradicate human 
rights abuses that deny our fellow human beings the 
freedom and dignity to which all are entitled. 


The world respects our capacity for dispassionate 
judgement and our vocation for constructive involve- 
ment. We assisted at San Francisco in the creation of 
the U.N. We were at Bretton Woods when the post-war 
monetary system was designed. We were at Havana and 
Geneva as well, where the international trading system 
was conceived. And we have worked diligently ever since 
to improve international order — Lester Pearson and 
peacekeeping, Howard Green and the Partial Test Ban 
Treaty, Paul Martin and membership in the U.N. for 
the newly independent states, Pierre Trudeau and 
cooperation between North and South and between East 
and West. The new government intends to build on this 
tradition. 


But not everything is possible. We do not have the 
resources to do all we would like in international affairs. 
In fact, reduction of the budget deficit may require 
further retrenchment in some of our international 
activities. Priorities will have to be established; difficult 
choices will have to be made. 


Quite possibly, before the review is complete, the 
Government may wish to act on some issues, such as the 
trade issues arising from discussion of the paper released 
earlier by my colleague, the Hon. James F. Kelleher, 
Minister for International Trade on “How to Secure and 
Enhance Canadian Access to Export Markets” and the 
paper released by Mr. Kelleher and the Minister of 
Finance, the Hon. Michael Wilson on “Export Financ- 
ing’’. The world will not wait for us. Nonetheless, this 
review will be invaluable in shaping policy. 


I encourage all Canadians with an interest in the 
future of their country and the contributions Canada 
can make to a safer, more prosperous and humane world 
to come to the Parliamentary hearings which will take 
place across the country and to make their views known. 


~ by 


The Right Honourable Joe Clark 
Secretary of State for External Affairs 
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I INTRODUCTION 


NATIONAL ATTRIBUTES 


We are a young nation but an old democracy. We are vast geographically 
and small in population. We speak two of the world’s principal languages. We 
have been formed, in part, by the thought and the values of our French and 
British forebears. Our culture has been enriched by our native peoples and by 
immigrants from every land. Our vision of the new world illumines our 
achievements and sustains our aspirations: tolerance, justice, generosity and a 
desire for peace. 


We are a country of distinct regions. We have created a federal system to 
help govern our diversity; in the conduct of our international affairs, this 
system has been a source of strength and, at times, a handicap. 


We are at once North American and not American. We and the United 
States are neighbours and allies. Our relations with this most powerful country 
are a great asset; the asymmetry of the relationship, however, is a cause for 
concern. We rely on the American strategic deterrent. We trade goods, services 
and investment with the United States on a scale unmatched elsewhere. We 
share the same natural environment. Our arts proclaim our identity alongside 
the vast achievement and excellence of the United States. Our political system, 
our values, our laws and our two official languages define our distinctiveness. 


We are an Atlantic nation. Our history and culture, our family ties and our 
economic links across the Atlantic, our attachment to democratic principles 
and our shared security interests explain the affinity we feel for Europe. 


We are a Pacific nation as well. Our growing trade and immigration across 
the Pacific underline the increasing importance of our relations with countries 
in Asia. 


We are members of the United Nations, of NATO and of two unique 
international families, the Commonwealth and La Francophonie, with 
attendant rights, responsibilities and insights. 


We are a nation of the Americas, with an interest and an investment in the 
hemisphere’s future. 


Finally, we are an Arctic nation. The North holds a distinct place in our 
nationhood and sense of identity. We view it as special, and ourselves as special 
because of it. 


Our vision illumines our 
achievements and sustains our 
aspirations: tolerance, justice, 
generosity and a desire for 
peace. 


An extraordinarily fortunate 
people, but we can no longer 
take our prosperity or security 
for granted. 


No other country has our particular set of national attributes. We have 
shaped, and have been shaped by, these attributes. They affect our view of the 
world and how the world sees us. They are the genesis of our world-wide 
interests and responsibilities. 


CANADA AND THE WORLD 


We have been an extraordinarily fortunate people. For most of our history 
we have lived at a safe distance from a turbulent world. We have known 
prosperity and peace, while others have often lived in hunger or fear. To be 
sure we have worked hard to develop our land and we have crossed the oceans 
to defend our way of life. But we have been able to rely on the richness of our 
soil, on the wealth beneath it and offshore, and on the expanses of ocean 
separating us from potential enemies to pursue our lives in relative tranquility. 
Our natural resources and our physical location seemed able to assure our 
economic prosperity and our security. 


Times have changed. Oil shocks and interest rates have demonstrated our 
vulnerability to the outside world. We have just emerged from the worst 
international economic period since the drought and depression of the 1930s. 
As elsewhere, real output in Canada declined, unemployment rose and interest 
rates sky-rocketed. For Canadians this meant the loss of 575,000 jobs, and of 
countless homes, farms and small businesses. We can no longer take our 
prosperity for granted. 


We can no longer take our security for granted either. We have experienced 
an international political recession, more threatening and sustained than any 
since the Cold War. After the optimism of detente, tensions have increased 
between East and West, contacts decreased and the arms race accelerated. 
This has meant renewed anxiety, increased expenditures on defence, reduced 
family visits, fewer scientific exchanges and lost commercial contracts. 


We have also witnessed, through television, poverty and famine in developing 
countries and bloodshed and destruction in virtually every corner of the world. 
More than ever, we are aware of massive food shortages and of refugees 
looking for safe haven. 


And we have seen faith in international institutions begin to flag. Some of 
the institutions which we painstakingly helped to build have coped poorly with 
change and no longer make the contribution needed. Super-power rivalries, the 
emergence of new states, competition between blocs, economic interdepend- 
ence, and population growth in the poorest countries have all made interna- 
tional cooperation more difficult, even as they have made it more necessary. 
For Canada, this has created a serious challenge to a principal vehicle of 
Canadian foreign policy, the world’s multilateral agencies. 


OBJECTIVES AND POLICIES 


It is time to take our bearings and to chart the broad lines of public policy 
for the coming years. Canadian domestic issues are unavoidably bound up with 
international developments. Accordingly, the policies we develop — foreign 
and domestic — must address both Canadian and international realities. The 
two are inseparable elements of a truly national policy. 


In framing our policies, we are pursuing objectives that derive from our 
values and aspirations: 

— unity, 

— sovereignty and independence, 

— justice and democracy, 

— peace and security, 

— economic prosperity, 

— the integrity of our natural environment. 
There are linkages between these objectives; balances must be struck between 
them. The emphasis we place on them shifts from time to time. At the 
beginning of the 1930s, for example, our preoccupation was the economy. By 
1939, it was security. Today it is both. 


A constant of Canadian policy has been the protection of our national 
sovereignty. We make our own decisions on domestic and foreign policy. The 
Canadian people rightly demand that their government forcefully advance and 
protect their interests. But in an age of interdependence, Canadians recognize 
that sovereignty entails balancing national goals and international responsibili- 
ties. 


Also constant is the determination of Canadians to make a contribution to a 
safer, more prosperous and more humane world. 


At the beginning of the 1930s, 
our preoccupation was the 
economy. By 1939, it was 
security. Today it is both. 
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II POLICY IN A GLOBAL CONTEXT 


Canada pursues its interests 
within two broad, informal 
systems—the international 
economic system and the 
international political and 
security system. They are 
distinct but closely linked. 


Environmental degeneration in 
one country can adversely affect 
the natural environment and 
economic prospects of others; 
economic policy decisions in one 
country can damage the natural 
environment in another. 


The world is a vast complex of rivalries and allegiances, of rights and 
obligations, and of opportunities, constraints and competition. Canada pursues 
its interests within two broad, informal systems — the international economic 
system and the international political and security system. They are distinct 
but closely linked. 


The international economic system is a network of interdependencies. All 
countries are affected by economic developments in other countries. Interest 
rate levels, exchange rate fluctuations, commodity prices, debt burdens — 
these reverberate throughout the international economy. The more open the 
economy of a country — and Canada ranks very high on this scale — the more 
ways it can be affected by developments elsewhere. 


The international political and security system is also a network of 
interdependencies, featuring superpowers, strategic alliances, regional 
groupings and interlocking bilateral relationships. Global and regional issues 
interact, often with adverse consequences. 


There are also important connections between these two systems, some 
obvious, some less so. Military conflict has clear economic consequences for the 
parties to the conflict. But economic interdependence spreads those conse- 
quences to countries far removed from the conflict itself through lost export 
opportunities, restricted access to important resources or threatened default on 
loan repayments. Defence spending intended, in one region, to purchase 
stability and security can, through the economic chain of deficits, interest rates 
and debt, create instability and insecurity in another. Reducing reliance on 
nuclear arms and increasing reliance on conventional systems is expensive; 
progress here is hampered by slow economic growth and budgetary constraints. 
Economic hardship can lead to civil strife or conflicts with neighbours which 
raise political and security concerns around the globe. Environmental 
degeneration in one country can adversely affect the natural environment and 
economic prospects of others; economic policy decisions in one country can 
damage the natural environment in another. And illegal narcotics production 
and exports from one country can have serious social consequences in others. 


THE INTERNATIONAL ECONOMIC SYSTEM 


Failures in managing interdependence after World War I led to the Great 
Depression and, in part, to World War II. The great statesmen of the post- 
World War II period foresaw the advantages of a stable, global trade and 
finance system and built the requisite institutions. The General Agreement on 
Tariffs and Trade (the GATT) has provided a set of rights and obligations 
covering the trade of virtually all industrial, agricultural and fish products. It is 


the multilateral contractual framework for much of the world’s trade in goods. 
The International Monetary Fund (IMF) has provided the institutional 
framework for monetary cooperation and balance of payments adjustments. 
The World Bank and the regional development banks have been important 
instruments in Third World economic development, as have the UN 
Development Program, the World Health Organization, the Food and 
Agriculture Organization and UNICEF. 


Canada has played an important role in shaping this system, and continues 
to hold to the vision of an international economy where all might share in the 
benefits of stable growth and prosperity. On the whole, the system has served 
the world well, increasing the extent of interdependence in the process. 
International trade in goods and services has greatly expanded; it is estimated 
that it now totals $2 trillion per year. Exports are clearly of growing 
importance to the prosperity of nations, Canada in particular. (See Figure 1.) 
International investment capital flows have also expanded, amounting now to 
between $160 and $180 billion per year. 


Figure 1: EXPORTS AS A PERCENT OF G.D.P., 1960-1982 
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Source: OECD Data Base via I.P. Sharp, 1985. 


The benefits of economic interdependence have been great but there have 
also been significant costs. International economic stresses and competition are 
now felt more dramatically and quickly than before, and domestic policies are 
often subject to international scrutiny and retaliation. As a consequence, 
conflicts arise between the requirements of an efficient and equitable 
international system on the one hand and national economic and social policies 


International economic stresses 
and competition are now felt 
more dramatically and quickly 
than before. 


The tools of international 
management have not kept pace 
with the growth of 
interdependence. 


Canada has a vital stake in the 
continuing development of 
international economic 
cooperation. 


on the other. The growth of interdependence has caused economic issues to 
assume an increasingly important place in foreign policy, and foreign policy to 
assume an increasingly important place in national economic policies. 


Economic Policy Cooperation 


The accelerating international exchange of goods, services and capital has 
created new and profound ties among countries. Dealing with this reality 
constructively — so as to permit the pursuit of national policies without 
undermining the international system — is the primary challenge facing 
economic policy-makers. Regrettably, the tools of international management 
have not kept pace with the growth of interdependence. In part, this results 
from insufficient knowledge and differing views of the ways in which economic 
phenomena interact. It also results from a lack of political commitment by 
individual countries to pursue economic policies which are responsive to the 
needs of both the international system and their domestic constituencies. 
Domestic considerations have tended to block market-responsive changes in the 
economic structures of various countries. 


The operation of the floating exchange rate system has resulted in problems 
that were not fully anticipated when the fixed exchange rate regime was 
abandoned in the 1970s. While floating exchange rates have permitted greater 
flexibility for national fiscal and monetary policies, we have witnessed 
substantial exchange rate fluctuations. This experience has led to uncertainty 
about the prospects for monetary stability and to concerns about the 
implications for trade and investment flows. Finance ministers of the ten 
largest industrialized countries in the IMF are currently engaged in an 
examination of the international monetary system. Experience has underlined 
the importance of improved coordination of national economic policies among 
the major industrialized countries in order to foster greater monetary stability. 
There has also been a recognition that intervention by central bank authorities 
in international exchange markets can play a role in countering disorderly 
conditions. In a floating exchange system, however, rates are set by the 
markets; there are limits to government influence. At the same time, the global 
nature of financial and capital markets and the size of cross-border capital 
flows make it difficult to envisage alternatives to a floating exchange rate 
regime. 


The principal current example of the ways in which trade and financial 
issues interact is the impact of the U.S. dollar on the global economy. The 
recent strong economic recovery in the U.S. has benefitted Canada and other 
countries. But capital inflows to the U.S. — reflecting high real interest rates 
and confidence in the U.S. economy — have forced the U.S. dollar up to a level 
that has produced a huge and growing U.S. trade deficit. This, in turn, is 
feeding protectionist sentiment in some parts of the U.S. economy. The U.S. is 
expected to become a net foreign debtor this year for the first time since 1914. 


As a trading nation, Canada has a vital stake in the continuing development 
of international economic cooperation; we are active participants in the major 
economic organizations pursuing this objective. Our Prime Minister 
participates in the Economic Summit, the principal forum devoted to economic 
coordination among the largest developed countries. We are also full 
participants in most other key multilateral forums where international 
economic issues are discussed and consensus is developed on policy directions, 
such as the IMF, the Organization for Economic Cooperation and Develop- 
ment (OECD) and the GATT. 


THE UNITED STATES 


— The United States is the world’s foremost power. Its Canadian Dimensions 
presence is global, its international influence is 
enormous and its views are a factor in the political and ~ There is scarcely an area of Canadian national life not 
economic calculations of countries everywhere. affected by our relations with the United States. 


~ The United States is also the principal member of the Canadian fiscal and monetary policies, especially 
NATO Alliance and, ultimately, the guarantor of the interest rates and exchange rates, are heavily 
security of the Western democracies. influenced by developments in the U.S. 


About three-quarters of Canadian exports go to the 
U.S. market, while Canada is the largest market for 
U.S. exports. Two-way trade approached $154 
billion in 1984. Just the increase in Canadian 
exports to the United States last year exceeded the 
total of our exports to Europe and Japan. 


— U.S. military power has been increasing and the U.S. 
economy is expanding and being restructured. Eco- 
nomic activity is shifting markedly from traditional 
industrial sectors and regions to new areas of high 
technology. Considerable effort is being expended to 
ensure the US. retains its preeminent position at the 
leading edge of many new technologies. The emphasis 


80% of all foreign investment in Canada is Ameri- 


is on meeting foreign competition head-on in the can: 15% of all foreign investment in the U’S. is 
market place. Canadian. 

— Economic optimism is tempered by a large budget - U.S. companies control 58% of the Canadian oil and 
deficit and a growing merchandise trade deficit, gas industry; Canada is the United States’ largest 
raising the prospect that protectionist sentiment in foreign source of natural gas. 


Congress will remain strong for some time. 


Canadians are more heavily influenced by Ameri- 
can social and cultural values than by those of any 
other foreign group; transborder travel is extensive. 


the physical environment of each country is affected 
by developments in the other. 


the two countries share responsibility for the 
defence of North America, and are the only two 
non-European members of NATO. 


— Trends suggest these connections will continue to 
intensify. The challenge is to try to harness them to 
serve Canadian interests. 


— A basic factor in the management of relations is the 
asymmetry between the two countries. 


— Americans see bilateral issues predominantly in 
economic terms; Canadians see them in political or 
cultural terms as well as economic. 


THE UNITED STATES (cont.) 


| 


The extent and complexity of the relationship defies 
traditional categorization. While both governments 
use many of the classic diplomatic techniques in their 
attempts to manage the relationship, large dimensions 
of the relationship are in practice beyond the reach of 
governments. 


In part for this reason, and because Canadian and 
American interests are not always the same, it is 
unavoidable that there will be disputes and disagree- 
ments from time to time, despite the enormous 
goodwill which exists on both sides of the border. In 
the past decade, new areas of disagreement have 
arisen on the protection of the environment, particu- 
larly acid rain, and on the threat to water quality 
posed by chemical pollutants. There have also been 
occasions when Canadian views on foreign policy 
issues have not coincided with those of the U.S. 
government. 


In recent years, a particular Canadian concern has 
been the efforts by U.S. pressure groups to protect 
their domestic markets against foreign, including 
Canadian, imports. For Canada, secure and enhanced 
access to the U.S. market is vital to our economic 
prosperity. 


Effective management of relations has been com- 
plicated recently by the increasingly segmented nature 
of the U.S. governmental system. Congress, the courts, 
regulatory agencies, state governments, and lobbies 
and political action committees all play strong, 
independent roles. Canadian participation in the U.S. 
domestic arena has become necessary for the effective 
defence of our interests. 


It is the policy of the Canadian Government to develop 
a new, constructive relationship with the United 
States. There is a large measure of agreement on 
broad objectives and policy approaches; when we 
disagree, we express our views clearly but in a civil 
manner. 


— The Prime Minister and the President have agreed to 


meet annually; the two foreign ministers are to 
continue to meet quarterly. Consultations take place 
between defence ministers on both the security and 
economic aspects of defence relations. Other ministers 
are also engaged in extensive contacts. The Prime 
Minister and the President have named Special 
Envoys to examine the problem of acid rain. The 
private sector has a role to play in advising on the 
conduct of the relationship. 


— We have 14 diplomatic, consular and trade offices in 


the United States. 


Trade 


Strains are especially evident in the international trading system. Traditional 
industries are facing intense competition at home and abroad from countries 
which benefit from lower wages and, often, from advanced technologies as well. 
Governments are under pressure to keep out competitive imports in an effort to 
protect domestic jobs and investment. Although lip service is paid to the rules 
of international trade, there is a drift towards managed trade and new forms of 


protectionism affecting such key sectors as automobiles, steel, shoes, textiles 
and food. 


Measures such as voluntary export restraints, orderly marketing arrange- 
ments and trade distorting subsidies can have short-term beneficial effects here 
and there but, in the longer run, they render protected industries and countries 
weaker and less able to compete. They also jeopardize the efficient functioning 
of markets, cost consumers money, undermine growth and deter investment. 
They can restrict manufacturers’ access to those imports which are important 
intermediate goods in the production of competitive final products. More 
generally, they are eroding the multilateral trading system embodied in the 
GATT. 


Successive Economic Summits have stressed the importance of resisting and 
rolling back protectionism. A new Multilateral Trade Negotiation (MTN) 
round is expected to be launched soon to deal with contemporary obstacles to 
trade, including tariff and non-tariff barriers, and to expand coverage of 
international rules on agriculture, services and safeguards. It would also 
attempt to bring the Newly Industrialized Countries (NICs) more fully into 
the GATT system of rights and responsibilities. The negotiations on these 
issues could be lengthy. 


For Canada, protectionism poses great dangers. We must have reasonably 
secure access to markets large enough to generate the revenues necessary for a 
sound return on investment and to support the further development of 
competitive products. To be competitive, our industries must develop world- 
class products incorporating the finest technologies and materials available at 
home or abroad. We require heavy investments of human and financial capital 
and long-term production and marketing strategies. 


It is difficult to close the circle of industrial competitiveness and successful 
marketing within the relatively small domestic Canadian market. For many 
industries, secure access to a larger market is a necessary precondition of 
competitiveness. The rise of protectionism abroad threatens to reduce our 
access to key foreign markets, especially the United States, with potentially 
damaging consequences for our industrial structure and national prosperity. 


International Debt 


In recent years, North-South interdependence — that is relations between 
the Third World and the industrialized countries, including Canada — has 
increased dramatically. From 1970 to 1982 total industrialized country exports 
to developing countries rose from (U.S.) $42billion to (U.S.) $291.6billion 
while, over the same period, developing country exports to the industrialized 
world rose from (U.S.) $40.4billion to (U.S.) $322.6billion. (Canada sells 
proportionately less to the Third World than does the U.S.A., Japan or the 


To be competitive, our 
industries must develop world- 
class products incorporating the 
finest technologies and 
materials available at home or 
abroad. 


It is difficult to close the circle 
of industrial competitiveness 
and successful marketing within 
the relatively small domestic 
Canadian market. The rise of 
protectionism abroad threatens 
to reduce our access to key 
foreign markets. 


EC.) In 1970, private bank lending to developing country governments was 
(U.S.) $4.1 billion and the debt service requirement for those governments was 
(U.S.) $2.9billion; in 1982 the comparable figures were (U.S.) $48billion and 
(U.S.) $47.1 billion respectively. 


When the second oil shock hit in 1978/79, followed by the severe recession 
and high interest rates of 1981/82, almost everyone, and particularly the oil 
importing Third World countries, suffered. Some of these latter countries 
found themselves unable to repay bank loans, which had been drawn on 
sometimes unrealistic assumptions of growth. Paying for oil consumed large 
proportions of foreign exchange. Deteriorating terms of trade with industrial 
countries and growing food import costs also caused severe harm. (See Figure 
2.) And most were forced into accelerated change of the structures of their 
economies by a lack of foreign exchange and by conditions attached to new 
lending by the IMF and World Bank. For some, adjustment initially had to 
take the form primarily of import cut-backs, with consequences for production 
and employment in industrialized countries. Even those successful in expanding 
export production faced new and complex forms of protectionism in industrial 
country markets, which limited their ability to ease domestic hardship. 


Figure 2: TOTAL DISBURSED LONG-TERM DEBT OF DEVELOPING COUNTRIES 


= 
= 
ome 
= 
© 
A 


Source: OECD, “‘Development Co-operation’, Paris 1983 


THE MIDDLE EAST 


_ — Conflict dominates the politics of the Middle East. Canadian Dimensions 


— Israel’s peace treaty with Egypt was a major step — Canadians have a profound interest in peace in the 
forward in the peace process, but there remain serious Middle East, for reasons of general international 
unresolved problems between Israel andits Arab security, including security of oil supply, the welfare of 
neighbours. the state of Israel and of its Arab neighbours and 

— The tragic and protracted civil war in Lebanon has ee pe eh es 
complicated the process of settling regional disputes. It os 
has also shattered that country’s once thriving — For these reasons, we have persisted in seeking to 
economy. persuade parties to regional conflicts to negotiate 


settlements of their differences. 
— The four year war between Iran and Iraq has exacted 


a horrendous cost in human lives and material ~— Much as we cannot hope to exercise decisive influence, 
resources, and continues to threaten the movement of our willingness in the past to contribute to peace 
oil from the Gulf. efforts has provided a basis for a mediating role. 

— Reduced oil revenues, and the consequent postpone- — Canada strongly supports a just and comprehensive 
ment or scaling down of some of the vast development solution to the Arab-Israeli dispute based on Security 
projects in the Gulf region, have affected the pace of Council resolution 242, which provides for the right of 
economic growth. But these have not modified the all states, including Israel, to live within secure and 
longer-term commercial opportunities, especially in recognized boundaries. We also support the realization 
the oil-producing states. of the legitimate rights of the Palestinians, including 


their right to a homeland within a clearly-defined 


~— Arab investment abroad remains extensive, though it territory, the West Bank and Gaza Strip. 


is necessarily happening at a slower pace than in the 

1970s. — Total Canadian exports to the Middle East are in the 
order of $3 billion annually, but our share of the 
market remains very small. Substantial expansion of 
exports should be attainable. 


— Our major markets have been the oil-producing states. 
Important commercial exchanges have followed from 
the CIDA development co-operation program in 
Egypt. With adequate financing, it should be possible 
to develop markets in other countries. 


— The Canadian share of Arab investment abroad is 
small. There is scope for improvement. 


~— We have 8 diplomatic, trade and consular offices in 
the Middle East. 


AFRICA 


— Africa is a vast and diverse continent. Much progress 
has been made by African states, since their indepen- 
dence, in overcoming the colonial era’s legacy of 
political instability, ethnic animosities and poverty. 


— Africa is critically dependent on its environment. In 
the Sahel, soils are easily eroded and droughts are a 
frequent occurrence. Physical conditions there and in 
parts of Southern Africa are unlikely to improve for 
many years. 


— The continent has the highest population growth rate 
in the world. 


— The global recession affected Africa more severely 
than most regions, and its terms of trade have deteri- 
orated significantly. While some countries are making 
progress, the general economic picture is worrisome. 


— Apartheid and South Africa’s reluctance to cede its 
control over Namibia have been principal causes of 
strife in the southern half of the continent. 


Canadian Dimensions 


— The largest feature in Canada’s relations with Africa 
has been development assistance. Canada has spent $2 
billion on bilateral aid to sub-Saharan states during 
the last 20 years. 


— While this sum represents only a small portion of the 
total invested by the Africans themselves or spent by 
industrialized countries, its local impact has been 
substantial — not least because it has concentrated on 
the priority sectors of transportation, agriculture, 
education, energy and communications. 


— More recently, providing emergency relief for famine- 
stricken areas in Ethiopia and elsewhere has also 
become a major preoccupation of the Canadian people 
and government. 


— Canada’s economic and commercial exchanges with 
Africa have been modest. Development of trade with 
many parts of the continent is inhibited by local 
conditions, and depends on the availability of conces- 
sional financing. 


— Canada continues to pressure the government of South 
Africa to abandon its policy of racial discrimination. 


~ Distaste for colonialism and concern for the security of 
the region account for the leading role Canada has 
played in efforts to bring about agreement on a date 
for the independence of Namibia. 


~— We have 18 diplomatic, trade and consular offices in 
Africa. 


There are still major difficulties ahead. In some cases, the domestic 
measures required to repay external loans in a difficult economic environment 
have contributed to political instability and unrest. Developing countries’ 
investment in their own long term development is severely constrained by debt- 
service and repayment obligations. At the same time, their export earnings are 
being threatened by new non-tariff barriers in the industrialized countries. 
Meanwhile, Western government aid and private financial flows to developing 
countries have stagnated. Many of the multilateral agencies, most importantly 
the World Bank’s International Development Association (IDA), are not 
receiving enough funding from the richer countries to meet the requirements of 
Third World borrowing. 


The debtor countries themselves have an important responsibility to pursue 
policies that will improve their economic performance. They will have to make 
more efficient use of domestic resources. But these countries will need external 
support to succeed. The commercial banks will not play the same role in the 
future that they played in the 1970s in providing financing. Therefore, the role 
of other sources of financing — foreign direct investment, multilateral and 
bilateral aid and export credits — will have to be looked at carefully. The role 
of the IMF, the World Bank, and the regional developments banks — and the 
adequacy of their resources — will be particularly important issues. 


Western financial institutions — including Canadian banks and their 
Canadian clients — have a great deal at stake. The current international 
strategy adopted has avoided a world financial collapse. That strategy consists 
of gradual adjustment of the domestic economies of the debtor nations, some 
financing or rescheduling (from commercial banks, governments and 
international institutions, with the IMF playing a coordinating role) and 
economic recovery in the industrialized world. But the balance of payments 
situation in some debtor countries remains uncertain, and it is clear that the 
economic situations of developing countries have become key factors in the 
management of the global economy. 


International Development Cooperation 


Canadian understanding of the diversity and complexity of the Third World 
has deepened and become more sophisticated. So, too, has our appreciation of 
the interests we have at stake. Trade and investment, immigration, environ- 
mental conservation and international peace and security have been added to 
our original, largely humanitarian, objectives. The prospects for pursuing these 
interests in the Third World have become increasingly linked to other key 
items on the international economic agenda — energy, debt and finance, trade 
and domestic industrial change. 


It is important to Canada, on economic and security as well as humanitarian 
grounds, that the indebted countries of the Third World grow again 
economically. Prospects for the growth of Canadian trade and other economic 
relations with developing countries will depend in large measure on how the 
international trade and financial system accommodates those countries’ 
development needs. Their capacity to export to developed countries is an 
important determinant of their capacity to import our products, to absorb 
investment productively, and to meet their financial obligations to us. It is also 
central to their own economic well-being. 


Developing countries’ investment 
in their own long term 
development is severely 
constrained by debt-service and 
repayment obligations. At the 
same time, their export earnings 
are being threatened by new 
non-tariff barriers in the 
industrialized countries. 


It is important to Canada, on 
economic and security as well as 
humanitarian grounds, that the 
indebted countries of the Third 
World grow again economically. 


More than 700 million people 
are living in conditions of 
inhuman poverty, of these, more 
than 450 million are seriously 
undernourished and some 15 
million children die each year 
for want of food or basic care. 


The success of the U.N. 
depended on its members 
keeping their promise ... 
Regrettably, the promise was 
not fully kept. 


10 


Despite recent setbacks, the record of Third World development is in many 
regards impressive. In human terms, life expectancy has risen, infant mortality 
has fallen and literacy has increased significantly. Developing countries’ 
growth has outstripped that of the industrialized countries since 1960, and 
their share of world trade has increased significantly. Middle-income 
developing countries can tap private banking and equity investment sources for 
most of their external financing needs. 


But the undeniable progress that has been made has not resolved the 
desperate plight of a large group of low-income and least-developed countries. 
More than 700 million people are living in conditions of inhuman poverty; of 
these, more than 450 million are seriously undernourished and some 15 million 
children die each year for want of food or basic care. Ethiopia is the most 
tragic example, but there are others. For many of these countries, high 
population growth rates, frequently a characteristic of underdevelopment, 
make it practically impossible to plan for adequate nutrition, health care, 
education or jobs. 


If projected rates of growth materialize, the world’s population could 
increase by several hundred million before the end of the century. It will 
continue to grow beyond the year 2000. Ninety percent of this growth will 
occur in the world’s poorest countries. In many of these countries, 

— population already exceeds the carrying capacity of the immediate area, 

— food production is not keeping pace, 

— agricultural soils are eroding, 

— forests are disappearing, and with them the wood fuel on which a quarter 

of mankind depends for energy, 

— regional water shortages are becoming more severe, and 

— desert-like conditions are spreading at an accelerated rate. 

Further famines are probable. 


Structural and political issues are equally important. Many countries lack 
the appropriate technology, human resources and institutions needed for 
development, and their cultural and political approaches tend to complicate or 
inhibit economic and social development. There is growing recognition of the 
need for fundamental economic policy change. Even the least developed 
countries are increasingly acknowledging that they have to put their own 
houses in order. This is itself a positive and essential step if long-term 
development is to be placed on a sound basis. 


THE INTERNATIONAL POLITICAL AND SECURITY 
SYSTEM 


The Second World War was mankind’s worst self-imposed tragedy. Fifty 
million people died and vast areas of Europe and Asia were left in ruins. In 
response, Canadian statesmen joined with their counterparts in other countries 
to try once again to construct an international political and security system — 
based on respect for the rule of law in international relations, a framework for 
universal collective security and a concerted assault on the economic roots of 
conflict. The centrepiece of the political and security system was the United 
Nations; its success would depend on its members keeping their promise, under 
the U.N. Charter of 1945, to settle their disputes by peaceful means. Members 
would have to cede to the Security Council the authority to take enforcement 
action “with respect to the peace, breaches of the peace, and acts of 


aggression”. A special effort would be made to ensure that the U.N.’s 
specialized agencies operated effectively. 


Regrettably, the promise was not fully kept and the U.N.’s collective 
security capabilities were never allowed to develop fully. Competition between 
East and West grew into open opposition and hostility, while in the Third 
World there have been 150 armed conflicts with the loss of 16-20 million 
persons. 


Collective Security through NATO 


As it became clear that the U.N. could not be relied upon to guarantee a 
state’s security, and in response to Soviet territorial ambitions in Europe, An alliance designed to deter 
Western states entered into a regional collective defence arrangement — the war, not to fight one. 
North Atlantic Treaty Organization. NATO’s basic purpose was, and still is, 
to deter aggression against any of its members by presenting a common front 
— in the belief that it is better to prevent a war than to fight one. And 
infinitely less costly. 


In the thirty five years since it was founded, the NATO Alliance has 
successfully deterred aggression against its members and has consistently 
endeavoured to improve relations between East and West. As the NATO 
Harmel Report of 1967 observed: “The Alliance has two main functions ... to 
maintain adequate military strength and political solidarity to deter aggression 
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Détente was based on the 
premise that the fear and 
suspicion at the root of 
confrontation could be overcome 
through contacts and 
cooperative ventures between the 
two sides. 


Our position is based ona 
fundamental concern to avoid 
hostilities and their potentially 
catastrophic consequences for 
all. It also reflects an 
unwillingness to leave Canada’s 
fate in the hands of others. 
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(and) to pursue the search for progress towards a more stable relationship in 
which the underlying political issues can be solved”’. 


To deter aggression, the West has had to devote substantial resources to 
maintain credible defences and preserve a balance of forces between NATO 
and the Warsaw Pact military alliance. This has not been easy. Since the end 
of World War II, the USSR and its allies have had numerically superior 
conventional forces at their disposal. Until recently, the West enjoyed a 
compensating advantage in the quality of its conventional forces and the 
superiority of its nuclear forces. In the last fifteen years, however, these 
advantages have largely disappeared because of improvements in both the 
quality and quantity of Soviet forces, leaving the Soviet Union and its allies 
with a distinct edge in conventional forces and intermediate-range nuclear 
forces (INF) and with rough parity in strategic nuclear forces. As a result, a 
major NATO effort has been mounted to improve conventional forces and to 
counter Soviet INF deployments (SS-20’s). 


It was against the backdrop of these important changes in the military 
balance that East/West relations began to deteriorate towards the end of the 
seventies. During the late 1960s and early 1970s, great hopes had been vested 
in detente and its promise of transforming East/West relations. Detente was 
based on the premise that the fear and suspicion at the root of confrontation 
could be overcome through contacts and cooperative ventures between the two 
sides. Both individually and collectively, Western nations devoted considerable 
efforts to this end. Individually, this took the form of state visits, treaties and 
agreements, and countless bilateral contacts. Collectively, it took the form of 
the commencement in Vienna of talks on Mutual and Balanced Force 
Reductions (MBFR) in Central Europe; the negotiation of the “Final Act” of 
the Conference on Security and Cooperation in Europe (CSCE); and 
subsequent meetings, notably in Belgrade, Madrid and now Stockholm on a 
host of issues ranging from East/West confidence and _ security-building 
measures to rules for East/West trade, scientific exchanges, human contacts, 
and respect for human rights. 


Some very notable progress was made. Relations were normalized between 
all the states of Europe, agreement was reached on Berlin, and both trade and 
human contacts expanded enormously. But hopes for a permanent transforma- 
tion in relations were dashed by Moscow’s determination to pursue its 
ideological and political goals. The USSR continued its military build-up, 
targetted powerful SS-20 missiles against Western Europe, invaded Afghanis- 
tan, threatened Poland and continued to flout fundamental human rights at 
home. In the West, optimism gave way to caution. 


. While we recognize that Soviet behaviour has been inimical to our interests 
and that convergence of the two systems is not a reasonable expectation, we 
continue to believe in the importance of a cooperative track in East/West 
relations. Our position is based on a fundamental concern to avoid hostilities 
and their potentially catastrophic consequences for all. It also reflects an 
unwillingness to leave Canada’s fate. in the hands of others; a vocation of 
Canadians to play a part in East/West affairs; and a recognition that there are 
particular Canadian interests to be pursued in the Soviet Union and Eastern 
Europe and that these interests are best pursued in an environment of 
cooperation. As a result, we have worked hard to build up our bilateral 
relations with individual Soviet bloc countries. 


Figure 4: TOTAL STRATEGIC MISSILES AND BOMBERS 
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1984. 


At the same time, there has never been any serious question of our adopting 
a neutral position between East and West. We are determined to uphold and 
defend our ideals of freedom and democracy. The Soviet Union is a formidable, 
conventionally-armed and nuclear-armed adversary. The need to defend 
ourselves is real. Hence our membership in NATO and our cooperation with 
the United States in the defence of North America. 


Arms Control and Disarmament 


The era of détente produced not only the commencement of MBFR 
negotiations on conventional forces reductions, but also the landmark decision 
of the United States and the Soviet Union to limit deployment of anti-ballistic 
missile defensive systems (the ABM treaty) and to pursue mutually agreed 
ceilings on offensive systems (the SALT I and SALT II agreements). In the 
decade that followed, advances in weapons technology and concern about 
verification provisions and compliance with existing agreements complicated 
the prospects for further progress. Today, there is renewed interest in defensive 
systems, including space-based systems, while the difficult search for 
reductions of offensive systems continues. 


The prospect of either side coldly starting a nuclear war remains extremely 
small. There is general recognition that there can be no victor in a nuclear war. 
Both sides have the capacity to retaliate if attacked, and the resulting 
devastation would be enormous, not only for the victim of aggression but for 


There is renewed interest in 
defensive systems, including 
space-based systems, while the 


difficult search for reductions of 


offensive systems continues. 


The risks of nuclear 
miscalculation or accident 
cannot be eliminated 
completely. 


The promotion of peace in the 
nuclear age and the 
safeguarding of democratic 
freedoms have been constant, 
consistent and dominant themes 
of Canadian foreign policy. 
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the aggressor as well. “Nuclear winter” could compound the horrific effects of 
a major nuclear exchange. But the risks of miscalculation or accident cannot be 
eliminated completely. As a result, there is widespread anxiety about the pace 
of arms control negotiations and interest in examining new ways of arresting 
the arms race. A range of ideas has been proposed, such as freezing nuclear 
arsenals at current levels, confidence-building measures to promote greater 
understanding and trust between East and West, improved crisis management 
mechanisms and declarations on nuclear weapons-free zones and zones of 
peace. 


The promotion of peace in the nuclear age and the safeguarding of 
democratic freedoms have been constant, consistent and dominant themes of 
Canadian foreign policy. Our goal has been the security of all countries at 
progressively lower levels of armaments and forces, both nuclear and 
conventional. We consider that the Final Document of the First United 
Nations Special Session on Disarmament remains valid. Adopted by historic 
consensus in 1978, it sets out a program of arms control and disarmament 
priorities dealing with nuclear weapons, weapons of mass destruction, including 
chemical weapons, and conventional weapons and forces. i 


We have worked with others in the United Nations in New York, the UN 
Conference on Disarmament in Geneva, the MBER talks in Vienna and the 
CSCE meetings to find practical, concrete ways of easing the tensions between 
states and eliminating the threat of war. In Stockholm, our objective is the 
negotiation and adoption of a set of mutually complementary confidence- and 
security-building measures (CSBMs) designed to reduce the risk of military 
confrontation in Europe. To work, these CSBMs must be militarily significant, 
politically binding and adequately verifiable. 


Our involvement in nuclear issues started with the initial development of the 
atomic bomb during the Second World War. Subsequently, we decided to 
forego the acquisition of such weapons ourselves — the first “nuclear capable” 
country to do so — and no nuclear weapons are now stationed on Canadian 
soil. (Nor could any be without the agreement of the Canadian Government.) 


In the intervening years, we have tried to discourage both the expansion of 
nuclear arsenals and the spread of nuclear weapons to non-nuclear states. That 
is why we have been strong advocates both of a Comprehensive Test Ban 
(CTB) and of the Nuclear Non-Proliferation Treaty (NPT). The NPT 
provides the political and legal framework, as well as the technical basis, for 
preventing the spread of nuclear weapons to non-nuclear weapons states. It is a 
critical and widely supported element of international security. We have also 
been very active in the International Atomic Energy Agency (IAEA) and in 
nuclear suppliers’ meetings to develop effective safeguards against the use of 
nuclear reactor technology and materials for the development of nuclear 
weapons; and we have discouraged the spread of nuclear weapons to the seabed 
and to outer space and have signed international treaties to this effect. 


Though we renounced the nuclear option for ourselves, we did not seek to 
have it renounced by the Alliance of which we are a member. Ever since the 
Soviet Union acquired nuclear weapons, our security has depended on the 
existence of corresponding Western means to deter the use of such weapons, 
and we have played a supporting role in ensuring the credibility of the West’s 
nuclear deterrent. The Alliance has not ruled out the first use of nuclear 
weapons in response to an attack from the East, on the grounds that to do so 


ASIA AND THE PACIFIC 


— The region is growing rapidly in economic importance. trade totalled $11.4 billion. But our export mix needs 
Its growth projections exceed the most optimistic to be improved. In 1983, fabricated and end-products 
estimates for the OECD countries. constituted only 34.8% of our exports to Japan. 

_— Japan is the world’s leading exporter of capital and ~ The growth in our raw material exports to Japan is 
second largest free-market economy. It is a major challenged by materials-saving technology, competi- 
player in international economic forums. In many tion from other producers and restructuring of Japa- 
fields, Japanese firms are at the leading edge of nese industry away from raw-materials and energy- 
technological development and, to a great extent, set intensive sectors towards high technology, particularly 
the standards for international competitiveness. the electronic/information sectors. 

— Regional economic dynamism is fuelled not only by — Protectionism in Japan, for example in such areas as 
Japan but also by other innovative and competitive agriculture and forestry, and Japanese competition in 
countries (e.g. Republic of Korea, Hong Kong, Canada and in third markets continue to be problems 
Singapore). Chinese economic reforms also point for Canadian producers. 
toward an expanded Chinese role in the international 
marketplace. — The dynamism of the regional NICs will offer new 

trade and investment opportunities for Canada. 

~— Regional economic integration is not well advanced, Opportunities are also opening up in China as the 
but the Association of Southeast Asian Nations Chinese economy develops and establishes broader 
(ASEAN) is significant as an expression of common links with the West. India and Pakistan represent a 
political purpose. It also embodies a deep attachment potentially vast market. 


to trade liberalization. - : : 
— Canadian political/security interests in the region are 


— The Asia-Pacific region is also of growing strategic increasing steadily. 
importance. Japan is beginning to play an interna- : : 
tional role more in keeping with its economic super- ~ We share a profound community of interest, and close 
power status and strategic location. China, a nuclear ties of culture and kinship with Australia and New — 
weapons state with superpower potential, is reopening Zealand. We also have increasingly important security 
its contacts with the West. India is a powerful leader interests in common with Japan. 


pe eee Mone — Our economic and political presence in South and 


— There are areas of continuing instability; notably the South-East Asia is supported by a well established and 
Korean Peninsula, Kampuchea, the Philippines, Sri highly regarded development assistance Prez am, 
Lanka and Afghanistan. notably in India, Pakistan, Bangladesh, Sri Lanka, 


ASEAN and China. 


Canadian Dimensions 


— The political stability and economic progress of the — We have 18 diplomatic, trade and consular offices in 
countries of Asia and the Pacific affect our own well- Acia and the Pacific. 


being and a growing number of Canadians are taking 
a direct interest in the region. 


— There has been remarkable growth in our trans-Pacific 
trade and immigration. 


— Japan is Canada’s second-largest trading partner and 
offers excellent opportunities for increased trade, 
investment and technology flows. In 1984, two-way 


EUROPE 


— Europe is the well-spring of much of Western thought to strengthen the mechanisms of international security 
and culture. and to expand East/West contacts. 

— Europe is also the center-stage for East/West confron- — We have also worked with the West Europeans to 
tation. ensure the effectiveness of international economic 


AY es : institutions and to liberalize trade. 
— Powerful politically, militarily and economically, 


Western Europe includes some of the principal actors — Our trade with Western Europe covers the entire 
on the world stage: Britain, France, the Federal range of Canadian production. Britain is our second 
Republic of Germany, Italy. largest market for manufactured goods. 

— Western Europe is the largest trading region in the — Our market access has been impeded by tariff and 
world. It is moving slowly towards economic and non-tariff barriers. The European Community’s 
political integration. Common Agricultural Policy has severely reduced 


imports of agricultural products and turned the 
Community into a major international competitor for 
agricultural exports. 


— The European Community is a key player in the 
international economic system. With four of the 
world’s ten largest economies, it is one of the pillars of 


the industrialized world. It is a major source of world ~ Our market share in Europe has declined in the last 25 
investment and technology. years because of structural economic change, the 
recession, exchange rates and our reduced competitive- 
— Europe’s economic performance has been disappoint- ness. There was an improvement in 1984; it remains a 
ing recently and serious structural problems have to be priority objective to enlarge our market share, particu- 
resolved. There is a determination to recover economic larly for manufactured goods. 


and technological competitiveness. 
— Six of our seven largest sources of investment are 


~ The Soviet Union is a military super-power, the European and much of that investment brings techno- 
world’s second most powerful country. It continues to logical innovation. It is in our interests to encourage 
dominate the countries of Eastern Europe, setting more such investment and technology transfer. 
their ideological orientation and foreign policy direc- 
tions. — The USSR is our largest market for grains and our 


: : fourth largest market overall. We have a solid market 
~ The Soviet economy remains stable, but requires _ share in Eastern Europe and medium-term prospects 
reform if it is to continue to grow and if comparatively are good. Some countries there are moving to counter- 


poor living standards are to improve. Most Eastern trade and insisting on bilateral trade balances. 
European economies are experiencing hard times. 


— Immigration from Europe has declined from the heavy 


: a : flows of the early post-war years. 
Canadian Dimensions a ‘ 


— For the greater part of our history we have been linked 
closely with Europe. Fundamental Canadian political 


VG ; — We have 34 diplomatic, trade and consular offices in 
and security interests continue to be engaged there. 


Europe. 
— Many hundreds of thousands of Canadians have 

fought two world wars in Europe. We have, in post- 

war years, worked closely with West European states 


could increase the risks of a conventional war, which could be fought — at 
least in the initial stages — on Western soil. With current technology, a 
conventional war would destroy virtually everything in its path, and kill tens of 
millions of people. The purpose of the Alliance is to deter al// war. We and our 
allies have promised, in the U.N. Charter and in the North Atlantic Treaty, 
not to be the first to resort to force of any kind. 


In rejecting the nuclear option for ourselves, we set an example, but we also 
dealt ourselves out of a seat at the nuclear negotiating table. Nonetheless, we 
have persevered in NATO, in the UN and bilaterally in encouraging the 
nuclear powers to reach agreement on substantial reductions of their strategic 
and tactical nuclear arsenals. 


The United Nations 


In the time since the UN Charter was signed, great strides have been made 
in the codification of international rules of conduct. The UN has provided a 
forum for the discussion of disputes. Peacekeeping operations have proven to be 
valuable instruments for terminating hostilities and, in some cases, have been 
able to ease underlying tensions. The UN Secretary General has, in some 
circumstances, been able to play an effective leadership role in helping to 
resolve disputes. But with the admission of over a hundred new members, 
reaching agreement in the UN on concepts of law and justice has become 
increasingly difficult. There is no shortage of evidence that some states are still 
prepared to pursue their interests in contravention of existing international law. 
And on peacekeeping there has been a tendency, in recent years, for the UN to 
be by-passed in favour of other arrangements. 


The causes of conflict in the Third World have varied widely. Independence 
struggles, territorial claims and historical animosities have all contributed. But 
economic underdevelopment and inadequate distribution of resources have also 
encouraged resort to violence in order to effect change. In this latter domain, 
the UN’s economic and social programs have had beneficial, preventive effects. 
The interlocking UN organizations have been indispensable in areas ranging 
from health care, to environmental protection, to agriculture, to refugee relief, 
to civil aviation. But confidence in parts of the UN system has been shaken by 
instances of poor management and a trend towards politicizing economic and 
social programs, notably in the United Nations Educational, Scientific and 
Cultural Organization (UNESCO). 


Over the years, Canada has played a leading role in negotiating international 
conventions and in trying to improve the effectiveness of the United Nations 
and its specialized agencies. A system based on international law and support 
for the United Nations remains the preferred Canadian approach to 
international peace and security. Renewal and reform are very much required, 
however, if the UN is to make the contribution to international security that its 
membership needs. 


Human Rights 


Brutality, disappearances, mass murders, and group persecutions continue 
around the world. Institutionalized violations of human rights on the basis of 
race still occur. Displaced persons and refugees have become an important 
international humanitarian and political problem. 


A system based on international 


law and support for the United 
Nations remains the preferred 
Canadian approach to 


international peace and security. 


UN renewal and reform, 
however, are very much 
required. 


In too many countries, 
government power is used 
arbitrarily ... there is a 
continuing record of brutality 
and persecution. 
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There is little agreement between governments of the West, the Communist 
bloc, and the developing world on the definition of human rights. The 
Communist world maintains that the rights of the state take precedence over 
the rights of the individual. In too many countries government power is used 
arbitrarily. Such repression is repugnant to our sense of values and inimical to 
our national interests. In the Soviet Union and Eastern Europe it undermines 
East/West relations. In Third World countries it encourages extremism, 
outside interference, and competition between East and West. 


Canadians — private citizens, ethnic groups, unions, professional associa- 
tions, as well as the government itself — have been very active in the defence of 
human rights and in the search for political stability with human dignity. It is a 
moral and political imperative that we continue to work towards these ends and 
that we keep our doors open to refugees. 


LATIN AMERICA AND THE CARIBBEAN 


— There has been an encouraging transformation of the Canadian Dimensions 
political landscape in South America, and the eco- 
nomic prospects of the region look brighter. ~ Canada’s relations with Latin America and the 
Caribbean have been shaped by the region’s proximity, 
— Democratic rule has returned to Argentina and the and by the historical and cultural ties we share with a 
first civilian government in 20 years has been elected number of the countries there. 
in Brazil. New governments have also been elected in 
a number of other countries. — We believe the Contadora process offers the best hope 
for a peaceful end to the conflict in Central America. 
— A renewed sense of regional solidarity has accom- We are sharing our peacekeeping expertise to facili- 
panied this process, evident in the efforts being made tate the creation of a workable and enforceable control 
to seek peaceful solutions to border problems and in and verification commission. Our experience warns us 
the Contadora peace initiative to resolve the disputes that the political problems and financial costs can be 
of Central America. considerable. 
~ There have also been some signs of progress towards — We have maintained an active economic assistance 
democracy in Central America. The situation remains program in Central America, where conditions permit, 
volatile, however, and is still very polarized between and we have recently restored aid to El Salvado 
left and right. 
— Latin America is an important oa growing market 
~— Economic distress, massive indebtedness and the flight for Canadian exports. It is also the source of about 
of capital plague several countries. Such conditions half our oil imports. 


will persist for some time. | 
— It is the largest offshore recipient of Canadian bank _ 


— But the sense of economic despair has eased. Eco- loans, with current exposure at $15 billion. After the 
nomic adjustment programs are being put in place and United States, it is the major destination for Canadian 
debts rescheduled in an orderly and responsible direct investment abroad. 


manner. Some of the most dynamic NIC’s can be 
found in the region, competing successfully for world 
markets and investments. 


~— Our relations with the Commonwealth Caribbean 
remain close and active. The Prime Minister met 
recently in Jamaica with his regional counterparts, 


— Despite economic difficulties, democracy remains underscoring the importance Canada attaches to the 
strongly rooted in the Commonwealth Caribbean. The region. We are committed to substantial increases in 
region, however, has yet to achieve the degree of development assistance to the region and to easing 
economic integration previously anticipated. barriers to trade. We have set aside the option of a 


direct security role in the region and we have concen- 
trated on aid, trade and investment programs as our 
contribution to regional stability and progress. 


— Given Canada’s links with the Caribbean, there should 
be scope for new trade and investment initiatives. 


— We have 18 diplomatic, trade and consular offices in 
Latin America and the Caribbean. 


CANADA’S EXPORTS AND IMPORTS 


Exports Imports 
(Customs Basis) Value Average Annual Value Average Annual 
$ million Growth Rates $ million Growth Rates 
1984 1970-84 1980-84 1984 1970-84 1980-84 


NORTH AMERICA 85,087 15.8 15.3 68,540 14.8 9.0 
United States 85,056 15.8 153 68,537 14.8 9.0 
WESTERN EUROPE 8,247 (oy —71.6 10,029 12.4 9.4 
EEC (10) 115) 7.0 —71.3 8,248 125 10.3 
United Kingdom 2,540 3.8 —5.9 2,319 8.5 4.1 
West Germany 1,255 8.7 —6.9 2.) 14 135 10.6 
France 732 11.6 —79 1,219 ond: 12] 
Italy 598 8.7 124 1,116 15.7 16.3 
USSR & EASTERN EUROPE 2,491 2),1 3.8 306 10.6 ~90.1 
USSR 2,126 24.2 8.4 29 10.7 16,3 
Eastern Europe 365 12.8 —11.9 Zit 10.6 28 
ASIA & OCEANIA 10,695 14.8 6.6 10,844 18.0 173 
Pacific Rim 9,971 15.5 6.5 10,574 18.4 173 
Japan 5,654 14.9 6.6 5,71 td 19.5 
South Korea 724 29.7 9.0 1152 36.4 29.2 
China 1,279 17.0 10.0 334 22.1 212 
Hong Kong 228 18.6 35 966 19.7 13.9 
Taiwan 407 25.0 12.5 1,224 25.3 217 
Australia 658 8.8 —0.8 381 TA 39 
ASEAN 817 17.9 25 675 18.9 14.8 
South Asia 720 9.6 8.2 251 10.9 15.9 
India 472 9.6 71 147 9.7 11:5 
MIDDLE EAST 1,703 20.4 10.4 452 fie — 37.8 
Saudi Arabia 371 32.8 4.3 ] — 20.3 — 85.8 
Egypt 290 15.6 22.2 73 45.1 60.5 
AFRICA Li37 14.3 1.4 952 13.9 15.3 
Algeria 453 25.4 3.6 307 68.9 124.9 
South Africa 207 5.0 0.1 222 11.9 —11.1 
LATIN AMERICA & CARIBBEAN 3,136 10.6 —59 4,720 14.7 3.9 
South America 1,667 11.3 8.8 2,441 12.4 = 5] 
Brazil Ao) 16.6 — 4.6 670 20.5 178 
Venezuela 292 a — 19.0 1,207 9.5 14] 
Colombia 219 16.8 1.9 110 10.6 22 
Argentina 93 3.2 — 20.4 93 18.2 26.8 
Central America 516 10.8 —6.0 1,656 227] 317 
Mexico 358 9.9 718 1,438 217 42.9 
Caribbean 954 9.6 0.6 623 12.6 6.5 
Cuba 338 13.3 —5.6 63 14.1 212 
WORLD 112,495 14.5 10.2 95,842 14.8 8.5 


Source: Statistics Canada, 65-004 Dec. 84, 65-007 Dec. 84, 65-202 Annual, 65-203 Annual. 
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Ill CANADA IN THE WORLD 


The dynamics of international life raise issues of direct relevance to our 
prosperity and security. We cannot isolate ourselves behind barriers; the world 
will not allow us that luxury. The whole range of international issues — 
economic, political and security — now extends unavoidably into our daily 
lives. 


The international economy is our economy. None of us is unaffected, not the 
homeowner renewing a mortgage, not the factory-worker or the small 
businessman, not the farmer, fisherman or seal hunter, not the large 
corporation. We are subject to its constraints and open to its opportunities. 


Every region of Canada is dependent on exporting to foreign markets. From 
softwood lumber in British Columbia to oil and gas in Alberta and Saskatche- 
wan, from automotive products in Ontario and transportation equipment in 
Quebec to lumber and fish in New Brunswick and Nova Scotia, the story is 
everywhere the same. Major industries cannot survive without exports to 
foreign markets. And those exports mean jobs for millions of Canadians. The 
only differences are of magnitude. Manitoba, a major producer of wheat, 
exports 15% of its gross provincial product; while Newfoundland sends fully 
70% of its total shipments of goods to foreign markets, including 90% of its 
major resource products (fish, minerals and newsprint). Prince Edward Island, 
small as it is, exports to 53 different countries around the world. 


Similarly, our security is everyone’s security. Conditions abroad touch and 
change our lives. Tensions between Moscow and Washington, war in the Gulf, 
a refugee exodus from Indo-China, terrorist murders in London — or Ottawa 
— all diminish our security and demand our attention. There are few corners 
of the world which Canadians do not know or care about and few whose 
circumstances do not affect our welfare. 


Shifting international opportunities and constraints demand corresponding 
changes in Canadian policies. The status quo is not an attractive option and we 
face some difficult choices. If we are to make the right decisions, we have first 
to take a hard look at ourselves — our economic competitiveness and our 
power and influence in international affairs — and at the need to change. 


COMPETITIVENESS 


Our competitiveness in the world economy is vital. It establishes our relative 
wealth and determines our possibilities for the future. Riding on it are: 

—our standard of living; 

— the jobs of Canadians in every region of the country; 


The whole range of international 
issues — economic, political and 
security — now extends 

unavoidably into our daily lives. 


The international economy is 
our economy; everyone’s security 
is our security. 


There are few corners of the 
world which Canadians do not 
know or care about and few 
whose circumstances do not 
affect our welfare. 


—the quality of our social system; 

— our cultural well-being and our ability to afford national self-expression; 

—our influence in the world, as an economic power, as a partner to poorer 
nations and as a voice on international political and security issues. 


Of the seven countries which participate in the annual Economic Summit 


Our competitiveness in the meetings, Canada is the second most dependent on exports (28 percent of 
world economy is vital to our Gross Domestic Product), exceeded only by the Federal Republic of Germany. 
influence in the world as an I : di hati ce ani d d 
economic power. n contrast, our two main trading partners, the U.S.A. and Japan, depen 


considerably less on exports. Their domestic markets are much larger than ours 
and absorb a much greater proportion of their production. In 1984, we 
exported over $4,000 per Canadian. (See Figure 5.) 


Figure 5: EXPORTS AS A PERCENT OF G.D.P.-SUMMIT COUNTRIES, 1983 
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Source: OECD Data Base via I.P. Sharp, 1985. 


Our dependence on trade means that we are economically secure only if we 


oy dependence on ae means are internationally competitive. It is no simple matter to compare Canada’s 
that we are economica y Secure : At ‘ . 

pnlienf ve ane untepnattondily economic competitiveness with that of other countries. For example, exchange 
competitive. rate movements alone can have a dramatic effect on relative prices and, hence, 


on competitive positions. (Exchange rates also have a direct impact on real 
incomes and purchasing power.) But some comparisons can be made and they 
suggest, despite improvements in the past year or two, that we have some 
serious causes for concern about the underlying determinants of our 
international competitiveness. 


We were once assured of prosperity because of our privileged position as a 
world supplier of much sought-after raw materials. But today there is a global 
oversupply of many raw materials because of reduced demand in the 
industrialized countries, new production in developing countries and the advent 
of materials-saving technologies. So our “traditional” comparative advantage 
in natural resources can no longer be counted on to ensure our prosperity to the 
extent it once could be. At the same time, our reliance on manufactured 
exports is increasing steadily. (See Figure 6.) 


Figure 6: INDUSTRY SHARES (%) IN TOTAL CANADIAN EXPORTS, 1970-1982 
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Our “traditional” comparative 
advantage in natural resources 
can no longer be counted on to 
ensure our prosperity to the 
extent it once could be. 


Source: Department of Regional Industrial Expansion, Commodity Trade by Industrial Sector, 


Ottawa, 1984. 


Between 1970 and 1982, however, our share of manufactured exports to 
other market economies declined from about 4.8% to 3.6%. The shares of the 
United States and of the larger European Community countries also declined, 
but proportionatly less than ours, while those of Japan and the rest of the 
world, on average, increased. (See Figure 7.) For almost all of those years, we 
had a negative trade balance in manufactured products. The largest 
components of the deficit were trade in high and medium technology 
commodities. Although Canadian high technology firms are very export- 
oriented, the deficit in high technology products continues to widen. 


Figure 7: SHARES OF REAL MANUFACTURED EXPORTS TO WORLD MARKET 
ECONOMIES 


CANADA JAPAN U.S.A. EEG. -OTHERS 
MAJORS 


E.E.C. MAJORS include Belgium, Britain, France, F.R.G., Italy 
Netherlands 


Source: Real Trade Data, prepared by INFORUM, University of Maryland, from U.N. World Trade 
Data Base, January, 1985. 


It is a sobering thought that, while in 1968 Canada exported about as much 


While previously Japan was in a as Japan, today Japan exports twice as much as we do. It is also sobering that, 
class by itself as an aggressive while previously Japan was in a class by itself as an aggressive exporter in 
exporter in certain key sectors, ° k h | iF S h K 

now there are several more. certain key sectors, now there are several more — among them Sout orea, 


Hong Kong and Singapore. 


Our Productivity 


One of the reasons for Japan’s strength on world export markets is its 
remarkable growth in manufacturing productivity. Canada has lagged in this 
measure of competitiveness. Many factors contribute to productivity such as 
the character of investment, the effectiveness of management and the 
efficiency of labour. The quality of supporting public services, education, 
health, transport, communications and public policies is also an important 
factor. 


Between 1970 and 1981*, Canada’s growth of manufacturing productivity 

The trend of our productivity (defined as GDP per worker) was fifth among the seven Summit countries. 
es nee ee (See Figure 8.) For 1982, in the depths of the worst recession since the 
Thirties, the data indicate a fairly sharp productivity decline. As economic 

growth resumed in 1983 and 1984, productivity appears to have improved. 


*The last year for which internationally comparable OECD productivity indices are 
available. 
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Figure 8: GROWTH IN PRODUCTIVITY OF TOTAL MANUFACTURING, 1970 = 100 
VALUE IN 1981 
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Source: OECD National Accounts: 1964-1981, Paris, 1983. OECD, Labour Force Statistics: 1970- 
1981, Paris, 1983. 


While Canada’s absolute level of productivity, historically, has been quite high, 
the trend shown here for productivity growth in manufacturing is cause for 
concern. 


From 1960 to 1983, Canada’s level of productivity remained below, and 
grew almost in parallel with, that of the U.S.A. The gap between Canadian 
and American productivity did not change significantly during this period. 
Evidence suggests, however, that Japan has drawn ahead of Canada in absolute 
productivity. (See Figure 9.) 


There is also evidence that between 1970 and 1981 Canadian productivity 
growth in the combined resource category of agriculture, hunting, fishing and 
forestry was very low. This evidence shows that international competition is 
becoming stiffer in these traditionally strong Canadian economic sectors. 


Our R & D Performance 


All industrialized nations and increasing numbers of developing countries see 
technology and innovation as the most critical elements in today’s economic 
equation. Powerful new technologies are being introduced and exploited in a 
growing number of countries. These “core” technologies — microelectronics, 
biotechnology and new materials development — are giving rise to innovations 
which are increasing productivity and dramatically altering the competitive 
advantages of countries. 


Figure 9: OUTPUT PER HOUR IN TOTAL MANUFACTURING (U.S., 1977 = 100) 


Source: D.J. Daly and D.C. MacCharles, Canadian Manufactured Exports: Constraints and 
Opportunities, December, 1984. 


Expenditures on research and development (R&D) are an imperfect 
Expenditures on research and indicator of a nation’s economic competitiveness, particularly as a good deal of 
development (R&D) are an technology is imported. R&D expenditures are, nonetheless, indicative of one 
imperfect indicator but what : : ‘ : S 
they suggest is, nonetheless, not aspect of industrial performance and what they suggest is not reassuring. (See 
reassuring. Figure 10.) 


R&D and the innovative process, as a whole, are crucial factors in achieving 
improved economic performance. The percentage of our GDP devoted to R&D 
has recovered to about the same level as it was in 1971, while those of most 
other major industrialized countries have moved upward significantly. As a 
proportion of our domestic product, we spend about half of what the US., 
West Germany, Japan and the U.K. do on research. We rank still further down 
the list of OECD countries when our performance in R&D done by industry is 
compared to that of others. Our record on patent registrations at home and 
abroad accords with these observations. Relative to other industrialized 
countries, we have fewer research-intensive industries and we spend less on 
research. Additionally, there appears to be a disposition in some industries in 
Canada to look to the government for R&D financing and, in some cases, for 
R&D itself. 


BD) 


Figure 10: COMPARATIVE R&D EXPENDITURES 
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onR&Dasa 
Percentage of Gross 
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Industrial R&D 
as a Percentage of 
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197] 1982 197] 198] 


United States 2, Sy) 2.70 2.0 2.0 
Germany 2.20 2.58 ley Dy 
Japan 1.90 2.47 Ie. 1.6 
United Kingdom 2.20 2.46 1.8 2.0 
Sweden 1.46 2e23 1.4 3 
France 1.91 2.06 les 8) 
Netherlands 2.07 1.88 LS eS 
Canada TES, 1.39 0.7 0.8 
Italy 0.75 1.08 0.6 0.7 


Source: Statistics Canada, “Resources for R and D in Canada’’, Catalogue No. 88-203 


Our Performance in Education 


With technology driving change in the structure of the world economy, 
perhaps a country’s most crucial assets are its scientific and technological 
infrastructure and the scientific literacy of its people — notably the ability to 
use electronic devices in daily work. It is a new basis of comparative advantage. 
International educational measurements are especially hard to come by 
because of the limited availability of comparable international criteria and 
because of differences among provincial systems of education. However, there 
are indications that Canada is not doing as well as it might in key areas. It is 
uncertain whether Canada is producing the number of scientists and engineers 
required to develop and sustain an advanced industrial structure. (See Figure 
11.) 


The indicators of Canada’s competitiveness are worrying. We are lagging in 
productivity growth, our manufacturing market shares have slipped and we are 
not doing as well on research and on technological development as we need to. 
While Canada is a comparatively wealthy country there is growing evidence 
that other countries are either catching-up with or surpassing us on world 
markets, affecting our ability to maintain a strong international position 
essential to job creation and our continued well-being. 


While Canada is a 
comparatively wealthy country 
there is growing evidence that 
other countries are either 
catching-up or surpassing us. 


Figure 11; NUMBER OF R&D SCIENTISTS AND ENGINEERS PER MILLION POPULATION, 
1969-1982 
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Source: UNESCO, Statistical Yearbook, 1984. 


POWER AND INFLUENCE 
Influence is a function both of Nations derive their international influence from the assets at their disposal 
Sie WAIST and their effectiveness in using them; influence is a function both of national 
sufficient. — ; assets and of national will. Neither, by itself, is sufficient. 


We remain a country of economic weight, the world’s ninth largest economy, 
and one of its premier traders. Our membership in the Economic Summit and 
in most other key trade and finance groups provides the opportunity to 
strengthen the multilateral economic system and advance our own economic 
interests. But if our competitiveness flags, our influence eventually will decline. 


Our record on development assistance has been a source of influence, not 
only because of its generally high quality but also because of the percentage of 
our GNP which we have devoted to aid. (See Figure 12.) In 1983, we ranked 
sixth among the 17 OECD aid-giving countries in terms of total Official 
Development Assistance (ODA). We ranked third among the summit seven 
countries in terms of ODA as a percentage of GNP, and our ODA contribution 
was $71 per Canadian. 


We are also a country of political consequence, respected by others for our 


stable parliamentary democracy; our dedication to the rule of law in 
international relations; our constructive, longstanding support for the UN 
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Figure 12: COMPARATIVE AID PERFORMANCE, 1983 
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Source: OECD, Development Co-operation, 1984 


system; our strong advocacy of arms control and disarmament; our commit- 
ment to human rights and environmental integrity; and our training of foreign 
students and our support of international educational and cultural contacts and 
exchanges. 


Our memberships in such organizations as NATO, the UN, the Common- 
wealth and la Francophonie are especially valuable assets. Membership in such 
organizations allows us to influence the policies of larger countries through 
developing positions which carry the support of all members. As well, our 
standing with smaller countries rises as we assist them to have their voices 
heard collectively and, thereby, to carry more weight. In the past ten years, 
however, allies have sensed less active and creative Canadian participation in 
some international political institutions. 


Our record on peacekeeping has been a particular source of international 
influence. We have participated in sixteen of seventeen UN peacekeeping 
operations and in two independent operations in Indochina, at a cumulative 
cost of approximately $500 million, providing a range of specialized services 
which few others could. But our capacity to respond is more limited now than it 
was in the past. 


Canada is also a country of military consequence. Our forces are relatively 
small, but highly professional. We rank 6th among NATO allies in total 
defence expenditures. Our northern territory and early warning system provide 
some of the vital strategic depth and reaction time on which the effectiveness 
and credibility of the American nuclear deterrent depend — on which, in turn, 


1.067%, 


8200 
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the security of the West depends. Our manpower, national resources and 
industry remain fully committed to the defense of Western democracy, as we 
have proved in two world wars at a cost of over 100,000 Canadian dead. 


Yet, it is in the area of military capability that our power has been most 

It is in the area of military markedly in decline. We emerged from the Second World War a major 

capability that our power has military power, with an army of half a million soldiers, a navy of 200 ships, and 
been most markedly in decline. ; aes ar 

an airforce comparable to that of Britain. After the war, we set a definite 

upper limit on our military capability when we ruled ourselves out of the 

nuclear club, and in the mid-1960s our conventional military power began a 

steady decline — in respect of both personnel and equipment. (See Figure 13.) 


Figure 13: DEFENCE FORCES AND EXPENDITURES AMONG NATO COUNTRIES 


DEFENCE FORCES AND EXPENDITURES AMONG NATO COUNTRIES 


COUNTRY ARMED FORCES $MILLION %GNP PER CAPITA 
(000) (1984) (1982) (1984) 


Belgium 93.6 2,892 3.4 260 
Canada 82.9 6,182 al 282 
Denmark* ul 1,400 25 2ST 
France 471.4 DSO, 4.2 371 
Germany, Fed Rep 495.0 28,453 4.1 436 
Greece* 178.0 2,639 7.0 237 
Iceland 0 0 0 0 
Italy Sioa 9,090 2.6 17 
Luxembourg 0.7 41 17 aly 
Netherlands 101.9 4,464 Bie 293 
Norway 36.8 1,698 3.0 345 
Portugal 63.5 803 3.4 70 
Spain 330.0 4,529 DS 87 
Turkey 602.0 RY) Bi 59 
United Kingdom 395.0 24,296 523 436 
United States Das 59 196,345 6.5 1.011 


*1983 figures 


Source: The International Institute for Strategic Studies, The Military Balance, various years. 
Canada’s Maritime Defence, Report of the Sub-Committee on National Defence of the 
Standing Committee on Foreign Affairs, May 1983. 


The decline has been most notable in the resources available for surveillance 
of Canadian air-space and sea approaches, during a period when the security 
sensitivity of these areas was regarded as relatively low. This assessment has 
now changed. While air defense capabilities will improve in the next few years, 
without new policy direction, the capability of Canada’s surface maritime 
forces will continue to decrease until well into the 1990’s, even assuming an 
extension of the Canadian Patrol Frigate (CPF) program. (See Figures 14 and 
15.) 
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Figure 14: THE DECLINE IN CANADIAN AIR DEFENCE RESOURCES 


A. PATROL AIRCRAFT B. INTERCEPTORS 


Year Number Year Squadrons Aircraft 
1955 99 1960 200 CF-100 
1964 89 1963 66 CF-101 
1972 1p 1968 58 CF-101 
1983 36 1972 66 CF-101 
1984 36 1974 44 CF-101 
1985 36 1975 36 CF-101 
1983 36 CF-101 

1984 12 CF-101 
12 CF-18A 
1985 12 CF-18A 


Source: Canada’s Maritime Defence. Source: Canada’s Territorial Air Defence. 
Report of the Sub-Committee on Report of the Special Committee 
National Defence of the Standing of the Senate on National Defence. 
Committee on Foreign Affairs. 


Figure 15: THE DECLINE IN CANADIAN MARITIME DEFENCE RESOURCES 


NUMBER OF SHIPS IN ACTIVE SERVICE 
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Source: Canada, Report of the Sub-committee on National Defence: Canada’s Maritime Defence, 


1983. 
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Our competitiveness is measured 
against international standards, 
but our ability to compete is in 
our own hands. 


Our success in advancing the 
cause of peace and security 
depends on judgements by us 
about what we can achieve and 
how we can achieve it, and 
judgements by others about our 
capacity and our seriousness of 
purpose. 
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In recent years, Canada has met its NATO target of a three percent real 
increase (above inflation) in annual defence spending. In the process, new 
capital equipment programs, including the acquisition of new long-range patrol 
aircraft, CF-18’s and frigates, have helped to arrest the decline. Some decline 
was inevitable and normal. Canadians have no history of large forces in 
peacetime and no tradition of universal military service. Nor are we a 
continental European state directly under threat from the conventional forces 
of the Warsaw Pact, or a superpower with global responsibilities. The principal 
threat to Canada has been from nuclear-armed ballistic missiles, against which 
the only effective defence has been strategic deterrence. It is now generally 
recognized, nevertheless, that the decline was allowed to go too far. 


THE NEED FOR CHANGE 


Canada has the capacity to be both powerful economically and influential in 
the cause of peace and security. There are sectors in which we have done well 
and in which we should continue to keep pace — agriculture, especially grains, 
newsprint, pulp, steel and transportation products. There are sectors in which 
we are at the leading edge of technological development — notably telecom- 
munications and digital technology. But in some areas there is evidence that in 
various ways our economic competitiveness is slipping. Certainly the 
competition is getting tougher in virtually every field. 


Our competitiveness is measured against international standards, but our 
ability to compete is in our own hands. We can try to create a climate in which 
our strong industries will flourish. We can rely less on government protection 
for those other industries that are not, or cannot be, competitive. We can 
enhance our human capital through technical education and training. 
Cooperative education, industry-university research collaboration and the 
development of centres of excellence and specialization are important factors. 
And we can remove the unnecessary obstacles to economic growth that have 
resulted from some government policies over the years. 


Our success in advancing the cause of peace and security depends on 
judgements by us about what we can achieve and how we can achieve it, and 
judgements by others about our capacity and our seriousness of purpose. Our 
political and moral standing is high; we can be counted upon to contribute to 
international progress on the most serious and difficult issues which divide East 
and West, North and South. Our commitment to collective security remains 
firm, but we need to examine carefully the ways in which our forces can make 
their most effective contribution. Our desire to help control and reduce arms is 
deeply held, but we need to develop ideas that stand up to the most searching 
scrutiny. Our dedication to helping the world’s poorer countries develop their 
own economies is strong, but we need to look at our government programs and 
voluntary sector efforts to ensure that they remain effective. 


The challenges are real, but so too is the determination of Canadians that 
Canada make a difference in the world. 


IV DIRECTIONS FOR CHANGE 


The world is changing and so is Canada. For example, in 1970, when the last 
full review of Canadian foreign policy* was published, the participation rate of 
women in the workforce was 38%; now it is 52%. In 1970, our interest rates 
were about 8.0%; now they are about 12.0%. Unemployment then was 5.7%; 
now it is over 11%. In 1970, the government had a budget surplus; last year, 
the deficit was $37.8 billion. In 1970, most of our immigrants came from 
Europe; for several years now the principal source has been Asia. In 1970, 
environmental problems were looked at from a local perspective; today the 
international dimensions of both problems and solutions are increasingly 
apparent. 


In 1970, a different world seemed to be shaping up from the one that 
actually emerged. Fifteen years ago American economic preeminence was 
being challenged, optimism about economic prosperity was widely shared, and 
detente seemed to hold the key to more fruitful relations between East and 
West. 


Forecasting is as fraught with difficulties today as it was in 1970. American 
economic performance continues to defy conventional economic thinking. Will 
it do so indefinitely and, if not, will the change be dizzying or gentle? What 
does the international revolution in financial services mean to the international 
economy and to our own? Will the debt problem be resolved? How will the 
generational shift in Soviet leaders affect USSR policy both at home and 
towards the West? How will new technologies affect the arms race and 
strategic doctrines? Are crisis-management mechanisms adequate for the 
challenge ahead? On these most basic issues there are no certainties. The 
extent of this uncertainty underscores the importance of flexibility in policy 
formulation and implementation. 


Some things, however, are quite predictable. The United States will remain 
the world’s dominant economic power. It will also remain our most important 
ally and market. The Pacific Rim will outpace the rest of the world in 
economic growth. Competition at home and in our export markets will be 
fierce. The poor and hungry of the Third World will continue to need 
assistance. Europe will remain divided between East and West for some time to 
come. Collective security will remain necessary. Interdependence will deepen. 


If we are to make our way successfully, we must ask ourselves the right 
questions about what we want and about what we can achieve. We do not have 
the resources to do everything. We face tough choices which go to the heart of 
our national life. To succeed, we need to develop a national consensus on 
handling the critical international challenges before us. 


*Foreign Policy for Canadians, Queen’s Printer for Canada, Ottawa, 1970. 


If we are to make our way 
successfully, we must ask 
ourselves the right questions ... 
we face tough choices which go 
to the heart of our national life. 


29 


Protectionism is on the rise in 
the United States, it is 
imperative that we secure and 
enhance our access to the US 
market. 
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In some cases, existing policy appears satisfactory. But in a number of 
important areas, a re-examination of directions appears warranted. 


INTERNATIONAL ECONOMIC AFFAIRS 


The effects of high interest rates, protectionism, fluctuating exchange rates 
and lagging productivity are felt by Canadians from coast to coast. Faltering 
competitiveness means lumber sales in offshore markets are difficult. 
Subsidized grains production in Europe is competing with our own grains 
exports abroad. New competitors, new materials and changes in demand are 
slowing our minerals exports. Highly competitive electronic and automotive 
imports have captured large shares of our domestic market. 


The forces affecting our economic well-being are of both domestic and 
foreign origin. This section* examines several ways in which we can improve 
our economic circumstances. It looks at Canada-U.S. trade, strengthening the 
multilateral economic system, the search for competitiveness, investment and 
exports, and official development assistance. 


Canada-U.S. Trade 


Trade with the United States dwarfs our trade with any other country. It 
accounts, in fact, for about three-quarters of our entire trade. (See Figure 16.) 
The employment of millions of Canadians depends on it. 


Protectionist pressures are strong in the United States and could result in 
new restrictions on the entry of our goods into the American market. The 
restrictions could reduce the prosperity of Canadians from coast to coast and 
could have particularly severe regional impacts. They could also diminish the 
competitiveness of the Canadian industries affected. 


For almost every export sector of the Canadian economy except grains, 
secure and enhanced access to the U.S. market is very important. Efforts to 
achieve it proceed both multilaterally and bilaterally. The principal rules 
governing our trade with the United States (and most of our other partners) 
are contained in the GATT. A new round of multilateral trade negotiations 
(MTN) could begin under GATT auspices in the next twelve to eighteen 
months; a preparatory committee could be struck this summer. Progress in 
those talks would improve our access to the U.S. market. 


But multilateral rules, although necessary, may no longer be a sufficient 
means of managing our most important trade relationship. Canadians are now 
asking whether, in our own interests, we should consider complementing the 


*See also the discussion paper released on January 29, by the Hon. James F. Kelleher, 
Minister for International Trade, entitled How to Secure and Enhance Canadian 
Access to Export Markets. The purpose of that paper is to elicit information, views 
and perceptions from the private sector on the principal market access problems facing 
Canadian exporters throughout the world, and on matters relating to access to the 
Canadian market, to consult on resolution of those problems and to establish with 
provincial governments a strategy for market access. Part II of the paper deals with the 
prospective multilateral trade negotiations; Part III addresses the Canada-US. trade 
relationship. 


Figure 16: CANADA’S MERCHANDISE EXPORTS AND IMPORTS BY COUNTRY 
GROUPINGS, 1984 
BALANCE OF PAYMENTS BASIS 


EXPORTS IMPORTS 
$112,510 MILLION $91,680 MILLION 


16.37 


Source: Statistics Canada, Summary of external trade, January, 1985. 


multilateral approach by negotiating a special, bilateral trade arrangement 
with the United States. 


A new Canada-US. trade regime, incorporating expanded mutual trade 


obligations, could provide a stable, long-term solution to Canada’s vital A new Canada-U.S. trade 
regime, incorporating expanded 


objectives of secure export market access and enhanced international sae 

nee ; mutual trade obligations, could 
competitiveness. The arguments for secure and enhanced trade with the U.S. provide a stable, long term 
derive from: calculations of economic efficiency and competitiveness; practical solution to Canada’s vital 


experience in post-war economic development, where freer trade has made an objecnnes. 


indisputable contribution to economic growth; and informed judgement not 
only on the dangers to Canada of protectionism and intense competition from 
new sources, but also on the opportunities presented to Canadian exporters by 
a large market. 


There are four broad options for securing and enhancing our trade access to 
the United States: 

1) The Current Approach 

2) A Framework Agreement 

3) Sectoral or Functional Agreements 

4) A Comprehensive Trade Agreement 


The current approach entails Canada defending itself from U.S. protection- 
ism by successful lobbying efforts in the U.S., coupled with full exploitation of 
our GATT rights. This strategy has worked reasonably well to date, although it 
has given rise to substantial costs to Canadian exporters for legal fees, 
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lobbying, and similar defensive measures. But future success is uncertain, since 
protectionist pressures are strong and the current approach cannot guarantee 
secure access. 


A bilateral framework agreement on trade relations would establish 
objectives for improving the trade relationship. Such an agreement could also 
establish bilateral working groups to examine trade issues and make 
recommendations to governments. A framework agreement could provide 
political momentum and be a useful tool but, in itself, would not guarantee 
access. 


The two countries could also examine special trade arrangements in selected 
sectors, aS now exist in defence goods and automotive products. There may also 
be scope for negotiating specific functional arrangements which would clarify 
our respective policies on such issues as subsidization and government 
procurement. While attractive in some areas, these approaches are hampered 
by the difficulty of establishing balance and symmetry in the trade interests of 
the two sides and by the need to square them with our respective GATT 
obligations. 


Finally, the two countries could negotiate a comprehensive trade agreement 
to eliminate most tariff and non-tariff barriers. Such an agreement would have 
to be consistent with our GATT obligations but could go beyond to cover issues 
now outside the GATT, such as trade in services. This approach for securing 
and enhancing market access would be broader in scope than the other options. 


A decision on a new type of trade arrangement with the U.S. would not be a 
marginal one. By 1987, 80% of Canadian goods will enter the U.S. duty-free 
and 65% of U.S. goods are expected to enter Canada duty-free. Nonetheless, 
considerable tariff {and non-tariff) protection will remain in each country after 
1987. A new agreement to expand access beyond our current GATT 
commitments could involve giving up a substantial amount of protection. 


Policy makers will need to be satisfied that, if Canada-U.S. trade were 
liberalized further, the benefits would outweigh the costs. For example, would 
the competitiveness of Canadian companies be advanced or reduced? Policy 
makers will also need to take account of the potential consequences of a more 
liberalized trade environment for such areas as taxation, occupational safety, 
regional development, industrial incentives and environmental regulation. Also, 
if trade barriers were significantly lowered, would potential investors, 
Canadian or foreign, set up production in Canada or in the United States? 


The negotiation of an international agreement is itself an exercise of 
sovereignty, even though the outcome may constrain a state’s ability to act in 
certain ways. This is the case for hundreds of international agreements we have 
concluded. In negotiating an agreement to liberalize trade, those areas of 
Canadian political, cultural and economic life central to our sense of ourselves 
as a nation could be excluded from negotiations. It is possible that, if there 
were a well-defined, mutually-obligating, beneficial treaty governing trade, 
cultural policy and foreign policy would be less affected by bilateral trade 
disputes than they are now. Our bilateral trade interests could be shielded from 
the unintended consequences of U.S. action against the unfairly traded exports 
of third countries. In effect, with a treaty it may be possible to immunize 
critical Canadian interests from the effects of unrelated trade disputes. 


In the absence of an agreement to secure and enhance trade, US. 
protectionism could seriously hinder the access of Canadian exports to the 
USA, affecting our prosperity, especially the security of many thousands of 
jobs. Canada-based companies could increasingly be obliged to set up 
operations in the USA to reach and serve the U.S. market. Financing the 
instruments of our distinctive nationality, including our social programs and 
our instruments for cultural self-expression, could be more difficult. 


The Government is seeking the views of all interested Canadians on this 
issue. How best can we secure and enhance the access of Canadian exports to 
the U.S. market? Do Canadians believe that an agreement on closer trade 
relations with the United States entails important economic, cultural and 
foreign policy advantages or disadvantages? In summary, what kind of 
relationship with the United States do Canadians want? 


The process of consultations with Canadians is already under way. Decisions 
may need to be taken before the Parliamentary review is completed. At the 
Quebec Summit Meeting in March of Prime Minister Mulroney and President 
Reagan, the two leaders agreed to search for ways to secure and facilitate trade 
and investment flows. A bilateral mechanism to examine all possible and 
mutually acceptable ways of reducing and eliminating existing barriers to trade 
was established and the respective ministers responsible for trade were asked to 
report to the Heads of Government within six months. 


Strengthening the Multilateral Economic System 


We need the international economic system to conduct our extensive two- 
way trade and capital investment. That system is being strained by financial 
uncertainty and trade protectionism. We have an important interest in doing 
our share, and more, in preserving and improving it. 


For the multilateral system to work better, progress will have to be made on 
macroeconomic and financial cooperation, trade rules, international debt and 
development assistance. Sound fiscal and monetary policies in the major 
economies are needed to achieve a stable economic climate for the world as a 
whole. The U.S. deficit and U.S. interest rates are obviously central factors 
and U.S. leadership is pivotal. But others, including Canada, also have a 
responsibility to the larger system and must play their full parts, particularly 
when setting national macroeconomic, industrial and trade policies. 


There are two crucial, related Canadian trade policy objectives: to enhance 
our companies’ existing access to markets and to preserve the integrity of the 
GATT system. Investors, farmers, businessmen and labour need to know what 
the ground rules are, what and how they can sell abroad, and what and how 
foreign producers can sell in our market. 


We must judge existing or proposed federal and provincial policies not only 
on their substantive merits but also on their impact both on the international 
system and on our own capacity to adjust to international changes and to 
compete. For instance, the government is currently providing protection against 
international competition to the footwear, clothing, automotive and certain 
agricultural sectors. Our financial sector is also shielded somewhat. Might we 
allow more international competition to prevail? 


There are two crucial, related 
Canadian policy objectives: to 


enhance our companies’ existing 


access to markets and to 
preserve the integrity of the 
GATT system. 
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Improved competitiveness can 
enhance our economic prospects 
significantly. 


Investment is essential. 


Science and technology are 
crucial. 
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Canada supports the initiation of a new round of multilateral trade 
negotiations in the GATT which will offer the opportunity to revitalize the 
system of rules, to address new and emerging issues such as trade in services, 
and to restore confidence and predictability to international trade. A new trade 
round would demonstrate international commitment to the multilateral trading 
system; the fact of negotiations would, in itself, be a valuable weapon in the 
battle against protectionism. Efforts will also be needed to reduce the trade- 
distorting effects of such government practices as subsidies and “Buy 
National” provisions. Improved rules, of course, would also apply to Canadians 
and, in certain situations, might make it more difficult for Canadian producers 
to obtain relief from foreign imports, unless these were unfairly traded. 
Domestic consultations are under way to define Canadian interests so that we 
can, in turn, help to establish the negotiating agenda. What do Canadians, 
especially business and labour, want to see on that agenda?* 


Competitiveness, Investment and Exports 


Improved competitiveness can enhance our economic prospects significantly 
in the years ahead, help to provide more jobs for Canadians and increase our 
economic and political influence in the world. Our international competitive- 
ness is, to a large extent, determined by our firms’ capacity to invest and their 
ability to innovate, using their own R&D and applying the best technologies 
available. It needs to be backed up by economic diplomacy and combined with 
even more effective export marketing. 


Investment is essential to competitiveness. It sustains expansion, creates jobs, 
generates technological skills and knowledge, provides a capital stock for future 
expansion and eases and facilitates the process of economic structural 
adjustment. Our own recent investment performance has been dampened by 
sluggish growth and soft resource prices. High real interest rates have 
encouraged many investors to put their money into debt instruments rather 
than equity. Much of the investment in Canada will be generated at home but 
we will need more and the competition for foreign investment may be intense. 
Our ability to attract foreign investment depends on our productivity, our 
receptivity and the returns investors can expect. 


The United States will remain by far our principal foreign source of capital 
investment and technological expertise. But other sources will also be 
important, notably Europe, Japan, Hong Kong and the Middle East. Is there 
scope for closer government-industry-banking cooperation to attract productive 
investment to Canada? Should the federal government and Canadian industry 
and banks develop a program to prospect abroad for potential direct foreign 
investment? 


Upgrading our international competitiveness will take time. Science and 
technology are crucial to that process, especially achieving and maintaining 
mastery in core technologies such as microelectronics, biotechnology and 
advanced materials development. This means not just superior technology but 
superior technology management. Effective cooperation between government 
and industry is very important in these industrial sectors. 


Future industrial competitiveness and growth require complementing our 
own research efforts with new, best-practice foreign technologies. Acquiring 
the most advanced technologies from abroad and disseminating them in 


*Decisions on the MTN may also have to be taken before the Parliamentary review is 
complete. 


Canada is sometimes difficult. How best can government programs abroad 
complement private sector activity? Would Canadian industry lend 
experienced personnel to the government to identify important new technolo- 
gies abroad and to direct this information to the companies who need it? 


Not all advanced technology is available simply for the buying. In some 
fields, unless we have our own, complementary programs and can make a 
contribution to the advancement of the technology, we cannot get access to the 
most advanced foreign knowledge. This is particularly true where research 
abroad is stimulated by government programs. Defence programs are one 
means for Canadian industry to develop high-technology products, particularly 
in the electronics and aerospace sectors, and to participate in advanced “state- 
of-the-art” projects. How best can government, industry (including multina- 
tional enterprises) and other research centres cooperate to keep abreast of 
leading-edge technology? 


International marketing initiatives, along with efforts to improve our 
international competitiveness and ensure access to foreign markets, form the 
principal elements of a national trade strategy. The federal government and the 
provinces have agreed to work together with the private sector and labour to 
ensure a more focussed, consistent and dynamic approach to export develop- 
ment. Better sharing of information on trade development activities and better 
coordination of federal and provincial resources in Canada and abroad will be 
achieved. Other activities of a longer-term nature, such as the identification of 
‘markets of concentration and the development of appropriate mechanisms to 
assist companies to acquire new technology, will be the subject of further 
federal-provincial-private sector dialogue over the coming months. 


Our approach to trade development must be built on the needs and 
commitment of the private sector. Together, industry and government must 
focus on large and dynamic markets. We must also develop better ways of 
measuring the effectiveness of our trade and investment development activities. 
The government is moving to bolster trade promotion resources in the areas 
where trade prospects are most promising, particularly in the Asia-Pacific 
region. Should more be done? For example, should new posts be opened and, if 
so, where? And, given budgetary realities, from where should these resources 
be reallocated? 


It is necessary to have a clear idea of the nature and composition of our 
trade if government programs are to be effective. As multinational enterprises 
have grown, there has been a corresponding increase in the proportion of 
international trade conducted within one company. Although figures are 
difficult to come by, it is estimated that in Canada-U.S. trade over 50% may be 
intra-corporate and, therefore, not directly affected by government export 
promotion activities. Trade volumes by themselves may, therefore, be imperfect 
guides to where the government should focus its efforts. Should we distinguish 
between that portion of our trade which genuinely requires government support 
and facilitation and that portion which takes place (and will continue to take 
place) without any reference to government export programs and activities? 


A recently released report* found that trading houses account for 13% of 
total Canadian exports. How can greater use be made of this sector’s 


*Trading House Task Force Report entitled “Promoting Canadian Exports: The 
Trading House Option”. 
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There are also questions about 
whether the mix between private 
effort and public support is 
right. 


We need to be sure we are clear 
on where development assistance 
fits into our conception of our 
own economic and political 
well-being, our sense of moral 
responsibility and our overall 


foreign policy. 
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international marketing expertise, particularly for small and medium-size 
manufacturers and producers? What roles should the government and private 
sector play in promoting awareness of trading house opportunities and 
activities? 


There is a need for getting better information to Canadian companies on 
emerging market opportunities and on changes in trade policies in countries 
with which we do business. Is a computerized national trade opportunities 
information system practical? 


There are also questions about whether the mix between private effort and 
public support is right. Could the private sector take over certain trade 
promotion activities hitherto provided by government? In a climate of fiscal 
restraint, should business pick up part of the costs of government assistance, 
perhaps on a fee-for-service basis? 


In a number of countries, successful market penetration depends on the 
establishment of joint ventures with local businesses. Canadian companies will 
increasingly have to look for foreign partners as a precondition of successful 
exporting. What are the most effective ways for the government to facilitate 
the establishment of joint ventures between Canadian and foreign companies? 


International Development Cooperation Issues 


Canada is committed to an Official Development Assistance (ODA) target 
of 0.6% of GNP by 1990 and 0.7% by 1995. These figures, while only 2-3% of 
total federal government spending, represent a substantial amount of money 
(approximately $2 billion in 1984). We need, therefore, to be sure we are clear 
on where ODA fits into our conception of our own economic and political well- 
being, our sense of moral responsibility and our overall foreign policy. There is 
a need to examine the objectives, policies and programs of Canada’s 
cooperation with the Third World. In seeking the right balance in our 
programs abroad, we will have to decide the priorities we wish to attach to 
humanitarian objectives, to attaining commercial benefits, to sharing in the 
management and support of the global economy and the global environment 
and to achieving political stability and progress. Decisions will not be easy. 
Canadian funds for use abroad are limited. 


Two sets of questions deserve special attention. The first relates to the role of 
Canadian official development assistance in Canadian foreign policy. How 
directly should ODA serve Canadian foreign policy interests? Should our 
bilateral aid be made more directly conditional upon the performance of 
recipient governments in such areas as economic management, respect for 
human rights and political likemindedness? What should be the nature of the 
linkage between our trade and aid programs? Should our practice of tying a 
large proportion of our bilateral assistance to procurement of Canadian goods 
and services be relaxed for the poorest countries, e.g. in Africa? 


The second set of questions concerns priorities within the aid program. Does 
the focus of bilateral assistance remain valid in terms of sectoral concentration 
(agriculture, energy and human resource development), geographical 
distribution (some 42% to Asia, 42% to Africa and 16% to Latin America and 
the Caribbean), and target groups (80% of assistance to low income 
countries)? Can the critical role of women in food production and other 
development processes be better supported? What weight should ecosystem 


CANADA’S OFFICIAL DEVELOPMENT 
ASSISTANCE (ODA) PROGRAM 


THE ODA PROGRAM 


Current Volume: Fiscal Year 1983/84 — $1,814 million. 


Approximate Program Shares in Fiscal Year 1983/84 Percent 
Government to Government and Other Bilateral Transfers 45.0 = 
CIDA 
—A\ll project transfers (28.0) 
—Bilateral food aid (9.7) 
—Bilateral emergency assistance (1.5) 
International Development Research Centre (3.5) 
Petro-Canada International Assistance Corp. (2.3) 
Multilateral Assistance aries 
International financial institutions (18.9) 
Multilateral technical cooperation (8.2) 
Multilateral food aid (8.1) 
External Affairs and other departments’ programs (1.5) 
Multilateral humanitarian assistance (0.6) 
Voluntary Sector 10.8 
Canadian and international NGOs 21 G20) 
Institutional cooperation (4.2) 
Industrial Cooperation T2 
Special Assistance to Africa 0.7 
(e.g. activities of a crisis nature) : 
Administration By 
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POLICY FRAMEWORK FOR FISCAL YEAR 1984/85 


Objective of ODA 


Volume targets 


Geographic Focus 


Third World Target Groups 


Delivery Channels 


Economic Sectors 


Terms and Conditions 


Improvement of economic and social conditions in 
developing countries. 


0.5% of GNP by FY 1985/86 
0.6% of GNP by 1990 
0.7% of GNP by 1995. 


42% of bilateral assistance to Asia 

20-21% each to Anglophone and Francophone Africa 
16% to the Americas 

During 1982-87 $270million to the Commonwealth 
Caribbean and $106million to Central America. 


Up to 80% of bilateral assistance to Low Income 
Developing Countries (LICs) 

0.15% of GNP to the Least Developed Countries 
(LLDCs) 

2% of total ODA for emergency/ humanitarian assist- 
ance 

Concentration of bilateral ODA in approximately 30 
developing countries 

Greater attention to the impact of development on 
women and their full participation in development 
processes. 


The bilateral program’s share to be maintained or 
increased 

International Financial Institutions share to be 18-20% 
of total annual ODA 

Use of a variety of transfer mechanisms to provide 
assistance 

Increased assistance to the voluntary sector. 


Emphasis on agriculture (including food production, 
fisheries and forestry), energy and human resource 
development. 


80% of bilateral assistance tied to Canadian suppliers 
of goods and services (excluding shipping costs) 
Canadian content of 66 2/3% for bilateral projects 
ODA program must be relevant and sensitive to 
Canada’s national objectives. 


management in developing countries have in our policies? There are pros and 
cons to our channeling Canadian funds through multilateral agencies, such as 
the UN and the World Bank. Are Canadians satisfied with the current 
balance, approximately 60% bilateral and 40% multilateral? 


Churches, provincial and municipal governments, private organizations, 
small businessmen and concerned Canadians from all walks of life have 
demonstrated both the desire and the capacity to help. The response to the 
crisis in Ethiopia has been most noteworthy, but there are many thousands of 
Canadians involved in humanitarian and economic and social development 
efforts elsewhere, often in ways the government could not duplicate even if it 
wished. How can the government assist Canadians best to help others? How 
much of the government’s effort should be channelled through these Canadian 
non-governmental organizations (NGO’s)? What changes would improve our 
program delivery? 


INTERNATIONAL PEACE AND SECURITY ISSUES 


The most direct threat to Canadian security derives from the Soviet Union’s 
military capabilities and antipathy to our values, and from the consequent 
distrust and competition between East and West. Thoughtful people 
everywhere are concerned with the current state of East-West relations. 
Suspicions run high, contacts are sparse and the risk of misunderstandings 
persists. The recommencement of Soviet/American arms control negotiations is 
a welcome development, but the negotiations are likely to be lengthy. 


There are also indirect threats to our security. There is always a risk of 
turmoil in Eastern Europe or in a Third World region producing a crisis which 
draws the superpowers into direct confrontation. At the same time, East/West 
rivalries are exacerbating Third World conflicts. And conflict in the Third 
World is being carried to North America and Europe by terrorist groups, some 
state-sponsored. 


It is clear that it is in our security interests to play an active role between 
East and West and, in some cases, to work for stability in the Third World, as 
well. It is also clear that we cannot afford to do all those things we would like 
to do and fiscal prudence is necessary. There is already a major discrepancy 
between the security tasks we have set for ourselves and the resources we have 
been prepared to devote to fulfilling these tasks effectively. Unless decisions are 
made to reconcile resources and commitments, the discrepancy will worsen. To 
compound the challenge, our interests in the Arctic, in the Pacific and in other 
regions of the world are intensifying. 


Not all things are equally important to us — or equally susceptible to our 
influence. What was vital once may no longer be so. We need to set priorities 
and, in setting priorities, we need to put the emphasis on those issues where our 
interests and our capabilities coincide. We also need to bear in mind that 
military capabilities have a place in an effective foreign policy. 


The economics of security is, for all countries, a central factor. The cost of 
modern weapons systems is very high and our budget deficit is enormous. It is 
a paradox of deterrence that military forces have been most effective when 
they have not had to be used; size is a factor in deterrence. Decisions are made 
more difficult by the changing nature of the threat. Nor are other countries’ 
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defence practices especially instructive, considering Canada’s particular 
circumstances and needs. A related question is the link between defence and 
arms control efforts, and their respective contributions to our security. 


Security Priorities 


Nothing is more fundamental to statehood than the ability to exert control 
over sovereign territory. And nothing is more fundamental to a state’s security 
than the ability to mount a defence against a potential aggressor. In earlier 
centuries, both these requirements could often be satisfied by national forces on 
their own. Today, however, no state, not even a superpower, can alone 
guarantee its security. As a consequence, alliances are necessary and national 
efforts need to be adapted to take account of alliance requirements. 


Control over our national territory, airspace and coastal waters is essential, 
both for the assertion of our sovereignty and for the preservation of our 
security. To be effective, control requires a surveillance and detection system 
able to provide a continuing picture of activities on land, in the air and at sea. 
Control also requires a capability to intercept aircraft and ships engaged in 
unauthorized or illegal activity — whether civilian intruders running narcotics 
or military intruders probing Canada’s defences. Most countries exert such 
control as a matter of routine. In our case, it is a daunting task, considering the 
length of our coastlines, the vastness of our territory, the hostility of our 
climate and the disproportionately small size of our population. 


A large part of the explanation for the decline in resources devoted to the air 
defence of North America was the shift in Soviet strategy in the 1960s and 
1970s to ballistic missiles, against which there was no defence except 
deterrence through the threat of retaliation. But with the advent of new 
generations of Soviet bombers and of cruise missiles capable of being launched 
from bombers or submarines (threatening not only Canadian and American 
cities but also the nuclear forces of the United States on which strategic 
deterrence depends), a major upgrading of joint Canadian/American air 
defence warning facilities has become necessary. Accordingly, agreement has 
been reached with the United States to share the costs of replacing the Distant 
Early Warning (DEW) Line radar system with a modernized North Warning 
System deployed across Northern Alaska, Northern Canada, and down the 
Labrador coast. 


Europe remains the most critical military region in the world. It is where the 
line is drawn most graphically between East and West, it is where the task of 
deterring aggression must start, and it is where we have stationed forces for 35 
years as one component of our contribution to NATO and collective defence. 
Maintaining deterrence in Europe, without undue reliance on nuclear weapons, 
requires that the conventional military imbalance in favour of the Warsaw Pact 
be rectified. In the absence of a balanced force reduction, there is a case for 
increasing the effectiveness of the Canadian contribution to collective defence 
in Europe and the Government is taking steps in this direction. An additional 
1,200 military personnel are to be stationed in Europe in the next year. An 
infantry battalion group in Canada is to be dedicated to the Allied Command 
Europe (ACE) Mobile Force, a multinational NATO deterrent force intended 
to reinforce Europe in time of crisis. 


Many considerations will bear on future decisions in this area. One is 
whether our military assets enhance our influence on international peace and 
security issues to the maximum extent possible. Are there cost-effective ways 
of enhancing our military security and our international political influence? 
Peacekeeping is one way of doing so. Should we make it a greater Canadian 
priority? Are there other approaches we might take in support of our foreign 
policy objectives? 


Another matter for consideration relates to doctrines, strategies, tactics and 
balance of forces. The military capabilities of East and West are in a constant 
state of evolution. There are new weapons and technologies in place on both 
sides and new approaches are contemplated. These changes merit careful 
examination. 


New concepts of strategic defence raise important defence and arms control 
issues. At present, much about strategic defence remains hypothetical, and the 
defensive systems of both East and West are on the agenda for Soviet/Ameri- 
can arms control negotiations. In addition, the United States is committed not 
to proceed beyond research (permitted under the ABM treaty) without 
discussion and negotiation. Since the Soviet Union has a research program of 
its own in this field and took up the option provided for in the ABM treaty to 
deploy a limited ABM system, it seems only prudent that the United States 
itself keep abreast of the feasibility of ballistic missile defence. 


In the future, Canada may need to take decisions on some of the diverse and 
sometimes contradictory strategic, arms control and technological interests at 
stake in strategic defence. The American Strategic Defence Initiative (SDI) 
has been described not only as holding out the prospect of enhancing 
deterrence and the promise of the eventual elimination of nuclear weapons, but 
also as potentially undermining strategic stability. Moreover, it could turn out 
to be a prodigious research effort, dwarfing the Apollo project in cost and 
technical complexity. Its technological spin-offs could be very important for 
both military and civilian sectors. We will have to reach a consensus on 
whether strategic defence is likely to enhance or diminish our security, and we 
will have to consider to what extent our economic and technological interests 
are at stake. 


In summary, what priorities do Canadians wish to ascribe to national 
defence, to making a substantive and cost-effective contribution to collective 
security, and to enhancing Canada’s international influence? 


Arms Control and Disarmament 


There is a widespread consensus in Canada that defence and deterrence are 
only one dimension of international security and that effective arms control 
and disarmament agreements are a necessary complement. Questions which 
Canadians need to ask themselves relate to the balance to be struck between 
these two dimensions and to how we can use our influence — as a country 
serious about peace, skilled at mediation and negotiation and technically 
proficient — in the quest for international security. 


The challenge is to translate our desire for progress into action that leads to 
practical agreements. To be effective, we need to recognize the dynamic and 
often deleterious connection between East/West political relations and the 
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Governments do not have a 
monopoly on ideas and there is 
an important role to be played 
by concerned Canadians. 


The practicality and 
verifiability of declaratory 
measures need to be examined. 
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process of arms control, the need for patience and diligence in negotiating 
agreements which are to stand the test of time and the importance of 
verification to ensure that agreements are honoured and generate confidence 
rather than suspicion. We must also recognize that, although our ultimate 
objective is the complete elimination of nuclear weapons, we may have to live 
with and to rely on them for many years to come. 


Canada can have an impact on nuclear weapons negotiations. We can make 
a contribution by improving political understanding between East and West 
through high level contacts with the Soviet and East European regimes and 
through the contacts which Canadians of all walks of life can have with their 
Soviet Bloc counterparts in trade, science, culture and sports. We can also 
contribute through our consultations with the Americans and other allies, 
bilaterally and in NATO. Finally, we can work with other like-minded 
countries to advance common security interests. 


Canada is welcome to offer sensible and imaginative proposals and 
technological expertise. In this endeavour, the Government must take the lead, 
but governments have no monopoly on ideas and there is an important role to 
be played by concerned Canadians. In addition to normal Parliamentary 
processes, special mechanisms exist for channeling ideas to the government, 
including the Ambassador for Disarmament’s Consultative Group on 
Disarmament and Arms Control Affairs. The Canadian Institute for 
International Peace and Security and private organizations also play important 
roles. The government’s Disarmament Fund facilitates the process of public 
participation and involvement in the discussion of these issues, as well. Are 
further consultative mechanisms required? 


Technology is important not only to weapons modernization but to arms 
control as well. Canadian seismological expertise has been applied to the 
problem of international verification of a comprehensive nuclear test ban, both 
here at home and through our participation in the Group of Seismic Experts in 
Geneva. In the same vein, we have examined the feasibility of developing a 
system for “‘space to space” surveillance which would permit the investigation 
of spacecraft that might be potential platforms for weapons. There may be 
other opportunities to assess the significance of space-based remote sensing 
techniques and proposals for the protection of satellites. Effectiveness in this 
area does not come cheaply but Canada is a technically advanced nation with 
suitable research capability. Budget permitting, should we make this 
technological support for arms control agreements a Canadian priority? 


Proposals have been made in various quarters that East and West jointly 
declare an intention not to be the first to use nuclear weapons, or that the two 
sides “freeze” their nuclear arsenals at current levels. In contemplating the 
utility of these proposals, considerations of practical value and verifiability 
should not be dismissed as inconsequential. The freeze proposal is as attractive 
in its conceptual simplicity as it is daunting in its practical complexity. It raises 
difficult and perhaps intractable problems of definition, scope and regional 
balances. Nor would declaring a freeze be sufficient; it would have to be 
verified to be useful. And negotiating a balanced and verifiable freeze could be 
as intricate and lengthy a process as the negotiation of weapons reductions. 
Nonetheless, the imperative of ensuring security at lower levels of nuclear 
weapons requires that no proposal or line of thinking on a possible solution be 


dismissed without careful examination. Do Canadians believe that declaratory 
measures serve a useful purpose in building confidence or in leading to eventual 
reductions? 


It is well to recall that nuclear arms are not the only weapons of mass 
destruction. There is disturbing evidence of the proliferation and use of 
chemical weapons. In the Conference on Disarmament, efforts continue to 
negotiate a treaty for their abolition. Canada is playing an active role in these 
negotiations. 


There is a great deal at stake in multilateral disarmament diplomacy. 
Conferences and alliances are important vehicles for promoting arms control 
and disarmament objectives. They provide an essential mechanism for smaller 
and middle powers to influence arms control issues. We have, therefore, tried 
to make the most of existing multilateral forums devoted to these questions. 
Are there new, practical ideas that Canadians believe we could bring to these 
discussions? 


The UN System and Multilateralism 


Faith in multilateral institutions in general, and the UN in particular, is 
flagging. At the same time, interdependence makes multilateral cooperation 
unavoidable. It is in Canada’s interest, and in the interest of the wider world 
community, that there be a general recommitment to the goals of the UN 
Charter, and an active effort by members to strengthen the UN system. A 
revitalized United Nations would facilitate managing some of the enormous 
problems of our century. The UN also helps to substantiate and validate 
Canada’s position in international affairs and provides a vehicle for the exercise 
of our influence. 


It is the UN’s security role that most needs attention. Many practices of UN 
members are not conducive to achieving just and lasting solutions to disputes or 
to strengthening confidence in the UN. The UN has been weakened by the 
refusal of some of its members to allow it to play an effective role in nuclear 
disarmament, by the insufficient use of the Security Council’s influence, by the 
lack of consensus on the value of peacekeeping and by disagreements among 
member states which hinder economic cooperation and development. 


A number of countries, some of them friends and allies, no longer attach the 
importance to the UN that they once did. In these circumstances, we need to 
ask ourselves to what extent the UN furthers Canada’s current and prospective 
interests and priorities. If, despite its problems, the UN is irreplaceable, what 
priority should we put on revitalizing it and what practical steps can be taken? 


We have in the past, and could again, make a solid contribution to the UN 
through peacekeeping. But there has been a tendency in recent years to bypass 
the UN in favour of other multinational arrangements. Do Canadians agree 
that we should encourage a return to the practice of UN sponsorship of 
peacekeeping operations, and devote additional Canadian resources to the 
enterprise — despite the frustrations involved? 


The UN’s economic and social institutions suffer from politicization and, in 
some areas, from inadequate attention to budgets and costs. UNESCO is a 
prime example. We are working to reform UNESCO from within; others have 
decided to withdraw. What action would be in Canada’s interest? 


There is a need for a revitalized 


UN, especially in the security 
field. 


The UN system in general 
suffers from politicization, and, 
in some areas, from inadequate 
attention to budgets and costs. 


4] 


Canadian interests in regional 
conflicts need careful scrutiny 
before we commit scarce 
resources. 
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Multilateralism is more than the UN. Other institutions, including the 
Commonwealth and La Francophonie, have key roles to play. In what ways can 
these organizations, and Canada in them, help to build international consensus 
on difficult issues? 


Regional Conflicts 


A final set of questions concerns conflicts in the Third World. Almost all 
engage Canadian humanitarian interests. Some adversely affect our economic 
interests, but relatively few currently involve our strategic interests, in the 
sense of posing a wider threat to their regions, to relations among our allies or 
to world peace. Indeed, only those which attract Western television reporters 
seem really to penetrate our national consciousness. Conflict in Central 
America, for instance, has received a good deal more attention than the war in 
either Afghanistan or Kampuchea. In deciding whether and how we might 
want to respond to particular Third World conflicts, we need to determine how 
our interests are engaged (whether fundamentally or marginally), what means 
we have at our disposal and how much our responsibility to the international 
system requires. The underlying reality is that we cannot afford to make 
everything a priority. 


Central America and the Caribbean have been the troubled regions closest to 
home. It is generally agreed that the sources of unrest there are socio- 
economic. Are our aid programs in Central America an adequate Canadian 
contribution to stability? Are Canadian political and security interests 
sufficient to involve ourselves more? Would a more active Canadian security 
presence in the Caribbean region have a stabilizing influence and help to 
diminish superpower rivalry in this region? 


The debate has long been underway whether to join the Organization of 
American States (OAS), with strongly held arguments for and against. Where 
do Canadians stand on this issue? 


Over the years, we have tried to maintain a careful balance in our relations 
between Israel and its Arab neighbours. Are Canadians satisfied that the 
balance is right? 


The politics of Southern Africa have been a Canadian concern at the UN 
and in the Commonwealth for the past 25 years. We have opposed apartheid, 
South Africa’s repugnant form of legalized racial discrimination; we have 
fostered the independence of countries under minority colonial rule; and we 
have assisted the newly independent states to increase their self-reliance. There 
is a consensus that Canada should work through the United Nations in favour 
of Namibian independence. There is also general agreement that we should 
join others in opposing apartheid and in backing those whose rights are denied. 
There is, however, a lively debate within international circles, paralleled in 
Canadian society, about the best way to effect changes. How can Canada and 
other countries press for change in South Africa while avoiding isolating that 
country and making communication and peaceful change more difficult? Is 
foreign investment part of the problem or part of the solution? 


SANE Rs 


V SUMMING UP 


This paper has described the principal changes in the global economic and 
political systems, and it has drawn the principal implications of those changes 
for Canadians. It has selected some of the main areas where questions about 
Canadian policies should be raised and it has suggested lines of inquiry for 
Parliament. 


The messages are clear. Our economic interests require us to be competitive; 
we must trade if we are to prosper. Our security interests demand that we play 
our part in western defence and in arms control and disarmament. Our values 
dictate that we help the poor, the hungry and the politically abused. At the 
same time, reality establishes the limits, including the financial limits, of our 
ability to act. 


The problems we face — nuclear confrontation, economic uncertainty, 
poverty, hunger and ignorance — are serious. None will be easily resolved. 
Progress will require vision, courage and compassion. Canada, drawing on its 
traditions, attributes and aspirations, will make its contribution. 
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